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PRIVATIZATION OF THE U.S. ENRICHMENT 
CORPORATION AND ITS IMPACT ON THE 
DOMESTIC URANIUM INDUSTRY 


THURSDAY, APRIL 13, 2000 

House of Representatives, 

Committee on Commerce, 
Subcommittee on Oversight and Investigations, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 3 p.m., in room 
2123, Rayburn House Office Building, Hon. Richard Burr (vice 
chairman) presiding. 

Members present: Representatives Barton, Burr, Bilbray, 
Whitfield, Bryant, Stupak, Green, and Strickland. 

Also present: Representative Wilson. 

Staff present: Dwight Cates, majority investigator; Amy Davidge, 
legislative clerk; and Edith Holleman, minority counsel. 

Mr. Burr. At this time, the Chair would call to order the Sub- 
committee on Oversight and Investigations hearing, a review of the 
U.S. Enrichment Corporation’s privatization and its impact on the 
domestic uranium industry. At this time the Chair would recognize 
himself for an opening statement. The Portsmouth and Paducah 
gaseous diffusion plants were built by the Atomic Energy Commis- 
sion in the 1950’s for the purposes of enriching uranium for defense 
needs. In the 1960’s, the plants were no longer required for bomb 
production and their mission shifted to meet fuel demands of the 
nuclear power industry. 

For decades, the government controlled this uranium production. 
However, in the early 1990’s, it became increasingly clear to Con- 
gress that the government had no business controlling an enter- 
prise which markets its services exclusively to the private sector. 
In response to the 1992 Energy Policy Act, in 1993 the enrichment 
enterprise was transferred from the Department of Energy to a 
newly formed government-owned corporation called the United 
States Enrichment Corporation. Pursuant to the USEC Privatiza- 
tion Act of 1996, the Clinton administration, led by the Treasury 
Department, determined that the complete transfer of the govern- 
ment’s interest in USEC through an initial public offering of stock 
met all the statutory criteria set out by Congress. The IPO stock 
sale was completed in July, 1998. 

The committee began its review of USEC’s privatization and the 
impact it has had on the uranium industry 12 months ago. This 
committee is interested in whether the Clinton administration fol- 
lowed the law when it privatized USEC and whether USEC has 
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lived up to its ongoing agreement with the government, agreements 
it freely entered into before privatization. 

The committee has also focused on USEC’s activities as executive 
agent to the Russian Highly Enriched Uranium Agreement, a crit- 
ical nuclear non-proliferation agreement. The administration has 
said as recently as today’s Wall Street Journal senior administra- 
tion official was quoted, it only followed the directions of Congress 
in privatizing USEC. I wish it were that simple. Congress most cer- 
tainly did provide direction to the administration, but I question 
whether the administration actually followed those directions. 

I have a few things I am interested in and would like to hear 
from our witnesses about. I have a number of concerns about the 
role played by executive branch agencies in USEC’s privatization. 
The Department of Energy transferred a large amount of natural 
uranium to USEC a few weeks before privatization. According to 
the Department, these transfers really didn’t amount to much but 
according to the uranium industry, USEC’s subsequent sale of this 
uranium has hurt their viability. 

If this is true, then the Clinton administration clearly acted out- 
side the terms of the USEC Privatization Act of 1996 which re- 
quired that the manner of privatization chosen by the administra- 
tion ensures the viability of the uranium mining and conversion 
service industries. I would like to know what the Treasury knew 
about the financial health of USEC and the enrichment industry 
when it decided to privatize USEC through the stock sale. It ap- 
pears that Treasury and its financial advisors relied primarily on 
information provided by USEC. 

I am concerned that USEC did not make it clear to Treasury or 
to stock investors that the market price of uranium was trending 
down and USEC’s production costs were trending up indicating fu- 
ture viability was not certain. There are many complicated and 
wide ranging issues to discuss today. I look forward to the testi- 
mony of all of our witnesses. 

At this time, I would recognize the ranking member, Mr. Stupak, 
for an opening statement. 

Mr. Stupak. Thank you, Mr. Chairman. I want to thank you for 
holding this hearing. It is long overdue. The legislation authorizing 
a privatization of the U.S. Enrichment Corporation, USEC, came 
from this committee. But when the actual agreement was proposed 
and resulted in much skepticism from the press, this committee 
had held no oversight. Nor do I believe that the administration did 
an independent review it was tasked with before letting a public 
offering occur. 

Even today, the Treasury Department, which set up this deal 
and is now faced with the reality of junk bond rating which in ef- 
fect would allow USEC to shut down a plant, seems reluctant to 
do the essential review. Oversight before privatization might have 
avoided some of the problems we are facing today because they 
were publicly identified at the time. It was well known that there 
was an overcapacity of enrichment services and that prices were 
dropping to below USEC’s cost of production and escalating price 
of the Russian product. It was known that the power prices in the 
United States were increasing, not dropping, and that an expecta- 
tion of obtaining power costs lower than the government’s sub- 
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sidized contract USEC probably were not realistic. Currently, 
power costs make up 50 percent of the production costs. 

There are many, many questions about the viability of the pro- 
posed next generation technology that should have been fully de- 
bated. But at the time, of all the agencies that were required to de- 
clare that USEC display economic viability as required by Con- 
gress, only Commerce had the foresight to state, “Commerce em- 
phasized that any in-depth analysis on its part award privatization 
of USEC through an IPO, initial public offering, meets the statu- 
tory criteria would require great speculation as to the future of the 
suspension agreements as well as the future market and political 
conditions.” 

The Nuclear Regulatory Commission which was tasked by Con- 
gress to determine if a reliable and economic domestic source of 
uranium rich services would be provided was told by the USEC 
board that an investment-grade credit rating was the only criteria 
it should look at. Since USEC had received that rating, the NRC 
washed its hands of any further responsibility. So much for inde- 
pendence. Oversight might have avoided the loss as sustained by 
the uranium industry because of what it alleges were illegal trans- 
fers of uranium by the Department of Energy to USEC and the ille- 
gal sales of the uranium in a manner that has almost destroyed the 
domestic industry. Oversight might well have helped avoid multi- 
million dollar losses suffered by the stock and bond holders because 
they were not fully aware of the market and technology realities. 
It might have avoided the privatization completely by forcing a 
closer look at the long-term economics of the deal. It might have 
avoided the overselling of and overreliance of an unproven tech- 
nology that at best was still less economical than that of competing 
producers and at worse was a bottomless pit from which little 
would emerge. It might have forced USEC to have a credible back- 
up plan if its technology choice failed, a plan that could have been 
implemented immediately. 

If that had been done, USEC would not be here today. Nine 
months after pulling the plug on its failed technology with no clear 
path to go forward, generating the majority of their cash-flow by 
dumping cheap uranium on a market and selling its unused power 
contracts at a profit that would both junk stocks and junk bonds. 
If oversight had been done, the administration would not be here 
today also with no clear path forward. The provision of nuclear fuel 
to our defense and energy industry is essentially a government 
function. The government and this body cannot wash its hands of 
its responsibility. Nor can the U.S. Enrichment Corporation be al- 
lowed to run a company into the ground because of bad business 
and financial judgments on the theory that the government must 
bail it out because it plays such an important role in our nation’s 
defense. 

A recent report rating USEC’s $500 million in junk bond says 
that they are a good buy because the government won’t let the cor- 
poration fail. We should not be in a position to be held hostage by 
incompetent but highly paid management for their personal and 
their stockholders’ benefit. I must say that in a real company, if a 
chairman and board allowed their stock to lose two-thirds of its 
value and their bonds to go below the investment rating and has 
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no serious plan for recovery, that they would very likely have heen 
gone by now. The chairman of a serious company asking for gov- 
ernment assistance will start by cutting their own salary much as 
Lee lacocca did many years ago. 

This matter, Mr. Chairman, requires more than one hearing if 
we are going to have any real impact. USEC is partly our creation 
and it is our responsibility to make sure the legislation is carried 
out. With that, Mr. Chairman, I yield back my time. 

Mr. Burr. The gentleman’s time has expired. The Chair would 
recognize the gentleman from Kentucky, Mr. Whitfield, for an 
opening statement. 

Mr. Whitfield. Mr. Chairman, thank you very much. We appre- 
ciate Chairman Bliley agreeing to this hearing which we consider 
particularly important at this time. Events surrounding the two 
plants, the one in Paducah in my district and the one in Piketon, 
Ohio in Congressman Ted Strickland’s district have both been the 
subject of extensive media coverage and numerous House and Sen- 
ate hearings over the last year. Those hearings, including a pre- 
vious hearing by this subcommittee, focused on revelations about 
worker exposure to contaminated materials without their knowl- 
edge, the results of DOE investigations about warter safety and en- 
vironmental damage at the plants and in the surrounding commu- 
nities, proposed budgets affecting plan operations, and the need for 
a newly established Federal program to compensate workers or 
their surviving family members for illnesses they contracted while 
exposed to hazardous materials and chemicals used in the enrich- 
ment process. 

Although USEC is a private corporation, it is the only company 
in the United States which enriches uranium to fuel nuclear power 
plants and the only company designated as the U.S. agent in a nu- 
clear disarmament arrangement with the Russians. Therefore, 
USEC’s future is important both in terms of our national security 
interests and because nuclear power supplies 20 percent of this Na- 
tion’s electricity. Congress has a responsibility to obtain the facts 
surrounding USEC’s financial condition. 

Rumors in the communities of Paducah and Portsmouth as well 
as on Wall Street about possible plant closures and the financial 
status of USEC and also concerns expressed by institutional inves- 
tors and independent financial analysts make this hearing impera- 
tive. Some are saying the government should assume responsibility 
for the operation of the two plants. Some are forecasting such seri- 
ous financial problems in the long run for USEC that it may be 
necessary to find a merger or acquisition partner even though the 
law which privatized USEC prohibits any one entity from owning 
more than 10 percent of the company. 

Some say that USEC loses money serving as the government’s 
executive agent of the Russian enrich uranium while others say the 
company makes money off this arrangement. These are just a few 
of the issues raised by interested parties directly impacted by 
USEC’s ability to remain competitive. So our purpose today is to 
obtain some facts. We already know some of them. USEC did an- 
nounce the layoff of 850 workers at Paducah and Portsmouth. 
Moody’s and Standard & Poor’s have downgraded the credit rating 
of USEC below investment grade so the company’s corporate bonds 
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are now considered junk bonds. Electricity accounts for between 50 
to 55 percent of USEC’s production costs and the company is cur- 
rently the beneficiary of power at an average cost of 2 cents per 
kilowatt hour. 

The Paducah and Portsmouth plants are currently operating at 
25 to 35 percent capacity. SWU market share end prices are fall- 
ing. USEC’s net income has fallen from $360 million approximately 
5 years ago to a projected $35 million next year. As production de- 
creases, costs per SWU increase. The NRC has launched its own 
investigation into the economic viability of USEC. Dividend pay- 
outs to stockholders have been reduced by 50 percent. It appears 
that the company may be using its free cash-flow to buy back out- 
standing shares of stock. All of this sounds quite ominous but is 
it? We hope to find out today from our panel of witnesses what are 
the real problems and are there some solutions. 

Let me close by saying this hearing is not just about jobs. Re- 
gardless of what the future may hold for USEC, our government 
cannot let this industry fail. We must have a domestic supply of 
enriched uranium to meet our energy needs, and we must continue 
to demilitarize the Russian nuclear arsenal. And, of course, we are 
particularly interested in this hearing to determine the impact of 
privatization and the Russian agreement on the uranium mining 
and conversion service industries. Mr. Chairman, I look forward to 
the testimony of the witnesses. 

Mr. Burr. The gentleman’s time has expired. The Chair would 
ask unanimous consent that all members of the subcommittee be 
allowed to enter opening statements at any time in their entirety. 
At this time, hearing no objection, so ordered. At this time, the 
Chair would recognize the gentleman from Ohio, Mr. Strickland, 
for the purposes of an opening statement. 

Mr. Strickland. Thank you, Mr. Chairman. I look forward to 
this hearing. I hope it will spark a thorough and revealing debate 
about the Federal Government’s role in the uranium enrichment 
industry. Thorough because I do not think that all of the stake- 
holders in this debate are present today. Revealing because I think 
we must ask some tough questions today in order to better under- 
stand the current financial condition of the United States Enrich- 
ment Corporation, how we got here, and how we move forward to 
ensure a reliable and economic domestic uranium mining conver- 
sion and enrichment industry. 

I opposed the privatization of USEC. I was gravely concerned 
that designating a private USEC as the executive agent for the 
Russian HEU Agreement was a recipe for disaster. It made no 
sense to me to require an inherent governmental function to rest 
in the hands of a corporation responsible to its shareholders and 
its bottom line. I raised concerns that USEC as the executive agent 
of the HEU Agreement could lead the corporation to undertake ac- 
tions which conflict with the statutory criteria established by Con- 
gress and threaten the viability of the uranium enrichment indus- 
try. 

As the representative of the uranium enrichment facility in 
Piketon, Ohio, I have obviously followed USEC’s course with tre- 
mendous interest, and it seems to me the corporation’s priorities 
are wrong. In less than 2 years after privatization, USEC has al- 
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ready publicly debated walking away from the Russian deal. In less 
than 2 years, they have visited Capitol Hill offices asking for a 
$200 million bailout and as this industry declines, management 
profits. 

According to the Associated Press, USEC’s CEO and president 
receives a total compensation package of $2.48 million and has ne- 
gotiated a $3.6 million golden parachute should he resign or be re- 
placed. That same individual’s salary under the public corporation 
was approximately $350. With these facts as a backdrop, I am 
proud to admit that a major concern of mine throughout the privat- 
ization process has been the effect it has had on the workers and 
the communities of southern Ohio. 

This privatization process intertwines national security, energy 
security, and Wall Street issues in a complicated manner but given 
what we know about the personal enrichment of certain individ- 
uals, we must not forget the families in Piketon, Ohio, and Padu- 
cah, Kentucky, who fear a plant closure and brace themselves for 
the impact such a closure would have on the local economies. 
Southern Ohio and western Kentucky do not weather this transi- 
tion alone. Other local communities such as Metropolis, Illinois, 
also feel the negative effects of privatization. 

We must remember that USEC provides 75 percent of the nu- 
clear fuel for nearly 20 percent of our nation’s electricity producers. 
We have 103 operating nuclear power plants in this country located 
in 31 different States. It seems very clear to me that our Nation’s 
energy supply depends a great deal on USEC’s viability. I under- 
stand that foreign competitors offer enrichment services and con- 
version services, but do we want to depend on other nations for our 
nuclear fuel supply just like we depend on OPEC for our oil supply. 
I think the answer is no. I think that many of my colleagues here 
today will agree that the Federal Government has an obligation to 
safeguard this industry but not necessarily this corporation and 
that is why I think we should seriously look at the government 
once again assuming ownership of this industry. 

Mr. Chairman, what we know now about privatization is that it 
was a classic case of massive insider enrichment. A handful of in- 
siders got rich at the expense of national security, domestic energy 
security, the well-being of workers, local economies, and taxpayers. 

How did it happen? It happened because every time a legitimate 
concern was raised, it was minimized and ignored. If personal gain 
overshadowed national security issues, then it is time we under- 
stand what went wrong. Mr. Whitfield and I will see over 800 
workers at our facilities lose their jobs this summer and that will 
bring the total number of separations at the plants to nearly 1,500 
workers, approximately one-third of the workforce. 

If the IPO method of privatization was chosen in large part be- 
cause it meant significantly fewer layoffs as I was told, then I ask 
who did the math. Some of our witnesses here today first blew the 
whistle on privatization pitfalls we are now experiencing. Still 
other highly regarded individuals like Dr. Thomas Nef, the father 
of the Russian HEU Agreement, and Senator Domenici sent shots 
across the bow that this privatization was potentially lethal to our 
national security. Too many people predicted USEC’s current situa- 
tion, and I hope today is not the last hearing on this issue. I also 



7 


hope it is not too late for government to step in and to do the right 
thing. Mr. Chairman, I have a letter from Senator Mike DeWine. 
He has asked if we could enter this into the record. 

Mr. Burr. Without objection, so ordered. 

Mr. Strickland. Thank you, sir. 

Mr. Burr. The gentleman’s time has expired. Does the gentle- 
men from California have an opening statement? 

Mr. Bilbray. I have no opening statement. 

Mr. Burr. Does the gentleman from Tennessee have an opening 
statement? 

Mr. Bryant. Thank you, Mr. Chairman. I too add my apprecia- 
tion for your conducting this hearing. I appreciate the panel that 
we have assembled today. We will be, in my case, going in and out 
today because of conflicting other matters in our schedule; and I 
apologize in advance for that. Out of a great deal of respect for our 
Chairman and courtesy to the panels, I am going to take advantage 
of your generous offer to submit my full statement into the record 
and would yield back my time. 

[The prepared statement of Hon. Ed Bryant follows:] 

Prepared Statement of Hon. Ed Bryant, a Representative in Congress from 
THE State of Tennessee 

Thank you Mr. Chairman, Mr. Chairman, I appreciate your holding this timely 
hearing today, and I want to welcome all of our distinguished witnesses. Because 
of the importance of this issue, I am very anxious to hear from the panels you’ve 
assembled today. 

Mr. Chairman, the federal government has never been accused of being the most 
efficient operation the world has ever seen. From the military’s thousand dollar toi- 
let seats to the billions and billions of dollars lost every year in Medicare waste and 
fraud, the government’s reputation as inefficient has been well earned. 

Today, however, this subcommittee finds itself in the strange position of inves- 
tigating the inefficiencies of a private company. As the Wall Street Journal points 
out in today’s addition, the financially troubled United States Enrichment Corpora- 
tion “may be about to close one of the nation’s two remaining uranium-enrichment 
plants . . .” It also reports that USEC announced in February that it will reduce its 
workforce by 850 people and cut its annual dividend in half all in an effort to reduce 
costs. 

Having been in the private sector before coming to Congress, I am very much 
aware of the fact that becoming more competitive may mean the need for periodic 
reductions in a company’s workforce. However, a 20% reduction is a large enough 
cut to indicate that USEC is either burdened with a bloated workforce or that it 
is in very serious financial trouble. In either case, because of the national security 
implications of what USEC produces, the February announcement is extremely trou- 
bling. 

If USEC can function more efficiently with 850 fewer employees, why, when the 
Treasury Department was developing the USEC privatization plan, did it appar- 
ently set this company up for failure by mandating that it maintain so many em- 
ployees. On the other hand, if USEC is simply trying to jettison everything but the 
life boats in an attempt to remain solvent, then we need to ask what has happened 
in the last two years to cause this crisis? Are we looking at gross mismanagement, 
incompetence, or simply the harsh reality of market forces? 

With a 70% drop in the price of its stock since USEC’s initial public offering, I 
think the solvency of this company is in question. While the U.S. has not produced 
uranium since the 60s, uranium production is still vital to the national security of 
this country, and I think this subcommittee should spend its time today trying to 
learn as much as possible about USEC’s current position so as to avoid some of the 
worst case scenarios. 

Again, I thank the chairman for holding this hearing, I look forward to ques- 
tioning the members of the assembled panels and I yield back the balance of my 
time. 
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Mr. Burr. I appreciate that from the gentleman. Does the gen- 
tleman from Texas, Mr. Green, have an opening statement? 

Mr. Green. Mr. Chairman, I have an opening statement but I 
will submit it for the record. 

[The prepared statement of Hon. Gene Green follows:] 

Prepared Statement of Hon. Gene Green, a Representative in Congress from 

THE State of Texas 

Thank you, Mr. Chairman for scheduling today’s hearing. I look forward to the 
opportunity to have the testimony of the witnesses on the record on the issues that 
we will raise here today. 

Almost two years ago, the Treasury Department, based on the recommendation 
of the United States Enrichment Corporation board and the agreement of several 
other federal agencies, approved the sale of the USEC through an initial public of- 
fering of stock (IPO). This IPO, combined with additional expenses, brought the 
Treasury over $1.8 billion in revenue. The future seemed bright. 

Now, however, the picture is muddled. Despite the seemingly rosy forecast that 
existed at the time, current conditions, according to USEC, are dire. The stock price 
has fallen from over $14 at the IPO to just under $5 as of last week. USEC’s credit 
rating has been downgraded by Standard and Poor’s to junk-bond status. The com- 
pany has announced plans to terminate 850 employees in June of this year, on top 
of the 500 it has already let go since privatization. Additionally, USEC is said to 
be considering closing one of the two gaseous diffusion plants (GDPs) prior to 2005, 
which may or may not be a violation of the privatization agreement. 

Further, the damage is not limited solely to USEC. When privatized, the Depart- 
ment of Energy (DOE) transferred stockpiles of unenriched uranium to the corpora- 
tion. In an attempt to generate cash flow, USEC has since sold those stockpiles on 
the open market, threatening the viability of the domestic uranium mining industry. 

Finally, the troubles with USEC have threatened our national security. When 
USEC was privatized, they willingly assumed the role as the executive agent for the 
HEU Agreement, under which we purchase uranium from dismantled Russian nu- 
clear warheads and reprocess it for use in the commercial market. This agreement 
not only allowed USEC to control the flow of uranium out of Russia, one of the only 
other world producers, but ensured that Russian weapons-grade uranium did not 
make its way into the hands of undesirable nations or organizations. 

Last November, USEC threatened to pull out of this agreement unless the U.S. 
government paid it $200 million dollars over the next two years. After DOE exam- 
ined and raised questions about that request, the corporation backed down and 
agreed to continue with the agreement. The threat, however, combined with the fi- 
nancial straits faced by USEC, raise alarm and concern about the future of the HEU 
Agreement. 

Today, Mr. Chairman, I hope that we can start down the road to discovering 
where we went wrong with the United States Enrichment Corporation. Did we 
choose the wrong time for privatization? Could anyone have foreseen some of these 
events, such as a drop in the price of enriched uranium on the world markets? Is 
government intervention or a bailout of the corporation necessary? Maybe we should 
buy back the corporation if it benefits taxpayers. Who, if anyone, is to blame for 
the mess that we have before us today? I hope that we will find the answers to 
these and other questions, if not today, then in the near future. 

Again, I would like to thank the witnesses for appearing today and I look forward 
to their testimony. 

Mr. Burr. The Chair also appreciates Mr. Green’s request. The 
Chair would ask unanimous consent that Mrs. Wilson he allowed 
to provide an opening statement even though she is not a member 
of the subcommittee but is a member of the full committee. With- 
out objection, the Chair would recognize Mrs. Wilson for an open- 
ing statement. 

Mrs. Wilson. Thank you, Mr. Chairman. I appreciate your for- 
bearance in allowing me to participate in this hearing today. I 
think this hearing is not only about the management of the LJ.S. 
Enrichment Corporation but it is also about what can be done to 
save the front end of the domestic nuclear fuel cycle. 
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My State of New Mexico has been the leading producer of ura- 
nium since the 1950’s. Today we are no longer producing uranium 
to fuel almost one quarter of our electric needs in the nuclear 
power industry. This is unacceptable energy policy. The domestic 
uranium industry has been forced to compete with Russian and 
U.S. uranium stockpiles available for commercial use since the end 
of the cold war. 

Our Nation’s non-proliferation policy calls for the Russian stocks 
to be absorbed by the commercial market in competition with our 
domestic producers. In 1996, these producers thought they had 
worked with Congress to meter in the government uranium in a 
way that would keep the price of uranium reasonable and, to the 
extent possible, maximize the value of the government reserves. 
However, Congress and the producers were surprised to learn 
shortly before USEC’s privatization that the government corpora- 
tion had amassed huge amounts of natural uranium and planned 
to sell this material with its enriched product at a very aggressive 
pace. 

These sales of national uranium have resulted in a drop of ura- 
nium prices from over $15 in 1996 to almost $9 today. This policy 
is driving our producers to the brink of extinction. This has all oc- 
curred even though Congress has twice directed DOE to only sell 
its surplus uranium if it would not have an adverse impact on do- 
mestic producers. Mr. Chairman, I look forward to working with 
you and others on this committee to fix this problem. It is ex- 
tremely important to me and to our Nation, and I thank you for 
allowing me to participate in this important hearing. I yield the 
balance of my time. 

Mr. Burr. The gentlelady’s time has expired. For what purpose 
does the gentleman from California 

Mr. Bilbray. To address the committee, Mr. Chairman. An open- 
ing statement I wasn’t going to make. I just want to point out to 
all my colleagues here as we get our testimony about this issue, it 
is such a habit for those of us on this side of the counter to be 
pointing fingers and saying what is or isn’t being done or should 
have been done. I just want to point out that this Congress, both 
Republicans and Democrats in the past have not supported the ex- 
port of technologies that might have helped to mitigate this prob- 
lem. 

Let me give you an example. Americans — American manufactur- 
ers have the capability of producing gas reactors, nuclear reactors 
that would convert weapons-grade uranium into power generation 
in the past Soviet Union in Russia. The capability of actually en- 
couraging the past Soviet republics to use their weapons-grade ma- 
terial for their domestic energy generation is something that we ba- 
sically walked away from and we did that starting in 1985 — I mean 
1995 and we sort of — the fact is it wasn’t popular to talk about nu- 
clear technology either if you are Republican or Democrat. 

And I only want to raise this because we have commodities out 
there in the world market. And when we do not encourage our new 
friends to utilize those commodities for their own domestic use, 
they obviously are going to put that into the world market; and it 
is going to have impacts on the available price of certain commod- 
ities. And I just brought that up, but there is an example where 
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those of us in Congress could have done more and helped mitigate 
this to some degree. There would have been less Soviet material 
out there to flood the market if I can use that term because the 
ex-Soviet would have been using that to generate their own clean, 
non-greenhouse gas creating power and also not sending this mate- 
rial into our market. I yield back, Mr. Chairman. 

Mr. Burr. The gentleman’s time is expired. The gentleman 
raises a very valid point. 

[Additional statement submitted for the record follows:] 

Prepared Statement of Hon. Tom Bliley, Chairman, Committee on Commerce 

Today we will review the privatization of the United States Enrichment Corpora- 
tion and the impact privatization has had on the domestic uranium industry. USEC 
serves an important role in our domestic energy needs — it is the only domestic 
source of enriched uranium. USEC provides 70% of the enriched uranium used in 
our nuclear power reactors. A healthy USEC, and a healthy domestic uranium in- 
dustry reduces our reliance on foreign countries for our energy needs. USEC also 
acts as the government’s Executive Agent to the Russian HEU Agreement. As Exec- 
utive Agent to this critical non-proliferation agreement, USEC purchases uranium 
from dismantled warheads that were once aimed at our country and resells this ura- 
nium as nuclear fuel for a profit. 

I supported legislation that called on the Clinton Administration to bring the effi- 
ciencies of the private sector to the government-owned uranium enrichment enter- 
prise. In passing the USEC Privatization Act of 1996, Congress supported the con- 
cept of privatization but only if certain conditions were first met, namely that pri- 
vatization would not adversely affect the uranium industry or national security. We 
charged the Administration with making those determinations and relied on its 
findings. The Treasury Department completed USEC privatization in July of 1998, 
and everyone seemed happy with the big return we got from the sale of USEC stock. 

Today, less than two years after privatization, USEC is in bad financial shape, 
the outlook for the uranium industry is very bad, and the Russian HEU Agreement 
is in jeopardy. We will never know if these troubling developments could have been 
avoided had the Administration chosen to privatize USEC in an alternative manner. 
But I do know that the path forward chosen by the Administration has had serious 
adverse consequences for the uranium industry and our national security. 

Considering the quick decline in USEC’s financial condition so soon after privat- 
ization, it is entirely appropriate for Congress to assess what information USEC 
provided Treasury before privatization, and what decisions the Clinton Administra- 
tion made in its efforts to privatize USEC. We must evaluate whether certain facts 
and concerns were swept aside in the Administration’s rush to sell USEC stock. For 
instance, before privatization USEC promised to replace its aging and inefficient en- 
richment plants with a low-cost alternative. But today, USEC’s long term viability 
is in question because its plans for a new enrichment plant fell through, and it has 
not come up with an alternative. 

Additionally, we must evaluate the impact USEC has had on the uranium mining 
and conversion service industries since privatization. We will hear testimony today 
that USEC has engaged in aggressive marketing tactics that have undercut the via- 
bility of these industries. Additionally, because the Clinton Administration has 
failed to adequately oversee USEC’s activities as Executive Agent to the Russia 
deal. Congress must also step in to review the status of this critical non-prolifera- 
tion agreement. 

In the end, USEC’s problems must be solved by USEC. If the company is unable 
to survive, there is little Congress can do to make it survive. However, a viable do- 
mestic uranium industry is essential for the country’s long term energy needs. The 
nuclear energy community, particularly nuclear power companies, better start 
thinking hard about whether USEC will survive. What would happen if the only do- 
mestic source of enriched uranium no longer existed? Similarly, the government 
must decide what our future uranium needs are, and develop a plan which ensures 
those needs are met. Unfortunately, the Clinton/Gore Administration has not 
thought much about these issues, and is has no plan. 

I expect today’s testimony to help the Committee understand whether the Clinton 
Administration privatized this company in a manner that set USEC up for failure. 
I also expect this hearing will help me understand whether USEC is committed to 
long term survival, and whether the uranium industry can survive. After this hear- 
ing, I will continue to monitor USEC’s financial outlook, but I will focus on the na- 
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tional security issues related to USEC privatization. I plan to schedule another 
hearing later this year regarding national security issues. I will be working closely 
with Representative Whitfield on these very important issues today, and in the fu- 
ture. Thank you, and I yield back. 

Mr. Burr. At this time, the Chair would call up Mr. Timbers 
who is our witness on the first panel. Mr. Timbers, you are aware 
that this subcommittee is an investigative subcommittee and as 
such it has had the practice of taking in testimony under oath. Do 
you have any objection to taking testimony under oath? 

Mr. Timbers. No. 

Mr. Burr. The Chair then advises you that under the rules of 
the House and the rules of the committee, you are entitled to be 
advised by counsel. Do you desire to be advised by counsel? 

Mr. Timbers. No. 

Mr. Burr. I would ask you to rise with me and take the oath. 

[Witness sworn.] 

Mr. Burr. The Chair would recognize Mr. Timbers for 5 minutes 
for purposes of his opening statement. 

TESTIMONY OF WILLIAM H. TIMBERS, PRESIDENT AND CEO, 

USEC, INC. 

Mr. Timbers. Mr. Chairman, members of the committee, my 
name is William Timbers; and I am the president and chief execu- 
tive officer of USEC, Inc., and its subsidiary, the United States En- 
richment Corporation. Thank you for the opportunity to participate 
in this hearing concerning USEC which was privatized by the gov- 
ernment nearly 2 years ago. 

Privatization of the government’s uranium enrichment operation 
was a congressional objective for some 30 years and 14 consecutive 
congresses. A bipartisan member — group of members on this com- 
mittee and in the Senate led these efforts. It also took the efforts 
of the Nixon, Ford, carter, Reagan, Bush, and Clinton administra- 
tions to complete the job. As a demonstration of continuing biparti- 
sanship and bicameral cooperation, this was truly a landmark ac- 
complishment. The 1992 Energy Policy Act recognized that the gov- 
ernment’s uranium enrichment enterprise was failing and that life 
as a business in the private sector was the best hope for preserving 
this important domestic energy resource. 

The act created the United States Enrichment Corporation, a 
government corporation and gave them a number of responsibil- 
ities. The act transferred all the uranium enrichment activities 
from the Department of Energy to the new government corporation. 
The act directed the new corporation to restructure the enrichment 
enterprise, run it like a business, make a profit, commercially im- 
plement the Russian HEU Agreement and prepare the restructured 
business for sale to the private sector. 

The 1996 USEC Privatization Act provided the additional prep- 
arations needed for the privatization of the corporation. As directed 
by Congress, the USEC Federal board of directors and the Sec- 
retary of Treasury consummated the sale of USEC in July 1998 in 
a public offering of securities to investors. This sale became the 
largest privatization of Federal assets since CONRAIL yielding a 
total of over $3 billion to taxpayers. 
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On a number of occasions, I have appeared before congressional 
committees to report on the government’s corporation’s progress 
and prospects. Today I am here to represent USEC, Inc., a private 
enterprise now entirely owned by approximately 40,000 investors. 
As an investor-owned company, we have a fiduciary responsibility 
to our owners with an obligation to create shareholder value. We 
also continue to fulfill our national security obligation to Federal 
Government serving as its executive agent to implement the mega- 
tons to megawatts program on a commercial basis. And we con- 
tinue as well our commitments to ensure a long-term domestic en- 
richment capability and to protect the health and safety of our 
workers. 

During the 22 months since privatization, market conditions 
have changed dramatically. There has been a 15 percent drop in 
global market prices for enrichment, an 18 percent drop in global 
demand for enrichment, a 12 percent drop in uranium prices, and 
an 18 percent drop in global demand for uranium. At the same 
time, our costs have increased dramatically. Our summer power 
prices have tripled at Paducah and electricity is 55 percent of our 
production costs. Our cost of purchasing the Russian material has 
increased. Our purchase costs are now higher than our selling 
price. And our obligations have forced us to substantially reduce 
production levels resulting in higher unit costs. These and other 
conditions have produced a triple whammy of fewer sales, reduced 
revenues, and greatly increased costs. 

Now, any business faced with this situation must take prompt 
action to change that equation. That is what we are doing, taking 
action; but we have had to act under a unique constraint. Let me 
quote to you directly from our SEC form 10-Q disclosure document 
dated December 31, 1999. “USEC has been constrained in respond- 
ing to these market conditions by its privatization agreement with 
the U.S. Treasury Department. This agreement restricts the ac- 
tions that USEC could take to reduce operating costs.” 

I am sure you can appreciate that no other business has had to 
contend with such changed market conditions limited by such con- 
straints. Coming to grips with these changed market conditions 
means making tough decisions. These decisions and their imple- 
mentation are in all of our interests. They will help us to ensure 
that USEC, Inc., remains a dependable, domestic supplier of en- 
riched uranium services and retains this global leadership in a 
fiercely competitive business. 

The workforce reduction constraints in the Treasury agreement 
expire this coming July. We have already announced a reduction 
of up to 850 employees at the Paducah and Portsmouth enrichment 
plants. We regret the necessity of having to lay off employees, but 
we must take this action to reduce costs and to make us more com- 
petitive. The fact that we are taking a hard look at all of our 
costs — the fact that we are taking a hard look at all of our costs 
to seek reductions, everything is on the table for consideration. The 
combined results of these factors have been a deterioration of our 
market, our profitability and our share price. Share price is a ba- 
rometer. In tJSEC’s case, the barometer has fallen 67 percent since 
the initial public offering 2 years ago. This indicates recognition by 
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investors of changed market conditions and the other factors I have 
previously mentioned. 

As we stated in a public announcement last February, we expect 
much lower earnings for fiscal year 2001. We have also cut our div- 
idend to investors and both Standard & Poor’s and Moody’s have 
dropped our credit rating to below investment grade. To be sure 
the dot com phenomenon has made the stock markets chaotic. Dur- 
ing the past year, more than 50 percent of companies in America 
listed in the S&P 500 index have had their stock price decline and 
many well-known, respected companies have ratings below invest- 
ment grade. Neither of these facts is any comfort to us or to our 
shareholders. The initiatives we are taking are aimed at improving 
both situations. 

Another contributing reason for the decline in our share price is 
investor concern about the continuing legacy contamination issues 
being revealed about the Paducah and Portsmouth DOE reserva- 
tions. While USEC liability in these matters was limited by the 
Privatization Act, some confusion exists because of the press re- 
ports. They do not clearly point out that these contamination issues 
arise from operational practices before USEC, Inc. was created, and 
they remain the responsibility of the U.S. Government. 

Erom the day we began operations in 1993, USEC has set a high 
standard of commitment to safety. As directed by the Energy Policy 
Act, we earned certification of the plants by the U.S. Nuclear Regu- 
latory Commission; and we are under their regulatory purview. 
Last September, we participated in this committee’s hearings on 
legacy contamination issues at Paducah and Portsmouth. We clear- 
ly stated that for the benefit of our workers and host communities, 
we take the issues of worker protection and legacy contamination 
issues very seriously. We are cooperating fully with DOE as they 
address these historical issues. We have also taken initiatives to 
reinsure that current work in our plant areas is conducted safely 
and that we provide a strong safe working environment for our em- 
ployees. 

As you will recall, an NRC spokesperson also testified before 
your committee that day stating that NRC had determined that 
USEC operations were being conducted safely and our safety pro- 
grams were in full compliance with their regulations. I would like 
to now turn to the matter of preprivatization government transfers 
of uranium to USEC. 

Mr. Burr. Mr. Timbers, I really need to ask you to come to a 
conclusion. And I think all the members have had an opportunity 
to read your full testimony. And it certainly will be entered into the 
record in its entirety, but we do need to allow members on this day 
to try to make available your time for questions. So I would ask 
you to summarize if you could. 

Mr. Timbers. Okay. I think I would like to make two final points 
to this. Eirst on the Russian HEU Agreement that this has been 
a deal that has been successful and working for the benefit of this 
Nation. We are now in the sixth year of the commercial implemen- 
tation of this program and that the equivalent of over 3,254 nu- 
clear warheads have been converted to power plant fuel purchased 
by Russia — purchased by USEC from Russia. We have paid the 
Russians over $1.3 billion. Over half of that has come from a pri- 
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vate company partly supported by the shareholders. And we are ac- 
tually ahead of the 1993 schedule. 

In addition, I think it is also clear to point out that this company 
continues to provide a secure and dependable source of uranium 
enrichment. We do remain the world leader in sales of uranium en- 
richment services. We have a strong business fundamentals that 
include over $6 billion in backlog and a robust cash-flow from sales. 
We are a well-run, service-oriented business focused on safety, cus- 
tomer service, identifying and seizing opportunities, solving prob- 
lems and producing results. While we are a work in progress, we 
have been making progress. To fulfill the promise of a privatized 
USEC, all concerns have to realize that the cold war is over and 
the war we are now fighting is global competition. Thank you, Mr. 
Chairman. I will submit the rest of the testimony for the record. 

[The prepared statement of William H. Timbers follows:] 

Prepared Statement of William H. Timbers, President and CEO, USEC Inc. 

Mr. Chairman and Members of the Committee. My name is William H. Timbers, 
and I am President and Chief Executive Officer of USEC Inc. and its subsidiary, 
the United States Enrichment Corporation. 

Thank you for the opportunity to participate in this hearing concerning USEC, 
which was privatized by the government nearly two years ago. 

The privatization of the government’s uranium enrichment operations was a Con- 
gressional objective for some thirty years and fourteen consecutive Congresses. A bi- 
partisan group of Members on this Committee and in the Senate led these efforts. 
It also took the efforts of the Nixon, Ford, Carter, Reagan, Bush and Clinton Admin- 
istrations to complete the job. As a demonstration of continuing bipartisan and bi- 
cameral cooperation, this was a truly a landmark accomplishment. 

The 1992 Energy Policy Act recognized that the government’s uranium enrich- 
ment enterprise was failing and that life as a business in the private sector was 
the best hope for preserving this important domestic energy resource. The Act cre- 
ated the United States Enrichment Corporation, a government corporation, and 
gave it a number of responsibilities. The Act transferred all uranium enrichment ac- 
tivities from the Department of Energy to the new government corporation. 

The Act directed the new corporation to restructure the enrichment enterprise, 
run it like a business, make a profit, commercially implement the Russian HEU 
agreement and prepare the restructured business for sale to the private sector. 

The 1996 USEC Privatization Act provided the additional preparations needed for 
the privatization of the corporation. As directed by the Congress, the USEC Federal 
Board of Directors and the Secretary of the Treasury consummated the sale of 
USEC in July 1998 by a public offering of securities to investors. This sale became 
the largest privatization of a federal asset since Conrail, yielding a total of over $3 
billion to teixpayers. 

On a number of occasions, I have appeared before Congressional committees to 
report on the government corporation’s progress and prospects. Today, I am here to 
represent USEC Inc. as a private enterprise, now entirely owned by approximately 
40,000 investors. 

As an investor-owned company, we have a fiduciary responsibility to our owners 
with an obligation to create shareholder value. We also continue to fulfill our na- 
tional security obligation to the federal government, serving as its Executive Agent 
to implement the Megatons to Megawatts program on a commercial basis. And we 
continue, as well, our commitments to ensure a long-term domestic enrichment ca- 
pability and to protect the health and safety of our workers. 

USEC business challenges 

During the 22 months since privatization, market conditions have changed dras- 
tically. There have been: 

• A 15 percent drop in global market prices for enrichment 

• An 18 percent drop in global demand for enrichment 

• A 12 percent drop in uranium prices 

• An 18 percent drop in global demand for uranium 

At the same time our costs have increased dramatically: 
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• Our summer power prices have tripled at Paducah — and electricity is 55 percent 

of our production cost, 

• Our cost of purchasing the Russian material has increased — our purchase costs 

are now higher than our selling price, and 

• Our obligations have forced us to suhstantially reduce production levels, resulting 

in higher unit costs. 

These and other conditions have produced a triple-whammy of fewer sales, re- 
duced revenues and greatly increased costs. Any business faced with this situation 
must take prompt action to change that equation. That’s what we are doing — taking 
action. But we have had to act under a unique constraint. 

Let me quote to you directly from our SEC form lOQ disclosure document dated 
December 31, 1999. “USEC has been constrained in responding to these market con- 
ditions by its privatization agreement with the U.S. Treasury Department. This 
agreement restricts the actions that USEC could take to reduce operating costs.” I 
am sure you can appreciate that no other business has had to contend with such 
changed market conditions while limited by such constraints. 

Coming to grips with these changed market conditions means making tough deci- 
sions. These decisions and their implementation are in all of our interests. They will 
help to ensure that USEC Inc. remains a dependable domestic supplier of enriched 
uranium services and retains its global leadership in a fiercely competitive business. 

The workforce reduction constraints in the Treasury agreement expire this coming 
July. We have already announced a reduction of up to 860 employees at the Padu- 
cah and Portsmouth enrichment plants. We regret the necessity of having to lay off 
employees. But we must take this action to reduce costs to make us more competi- 
tive. The fact is that we are taking a hard look at all of our costs to seek reductions. 
Everything is on the table for consideration. 

The combined results of these factors have been a deterioration of our market, our 
profitability and our share price. Share price is a barometer. In USEC’s case, the 
barometer has fallen 67 percent since the initial public offering two years ago. This 
indicates recognition by investors of changed market conditions and the other fac- 
tors I previously mentioned. 

As we stated in our public announcement last February, we expect much lower 
earnings for fiscal year 2001. We have also cut our dividend to investors, and both 
Standard and Poor and Moody’s have dropped our credit rating to below investment 
grade. To be sure, the dot com phenomenon has made the stock markets chaotic. 
During the past year, more than 50 percent of the companies in America listed in 
the S&P 500 index had stock price declines, and many well-known and respected 
companies have ratings below investment grade. Neither of these facts is of any 
comfort to us or to our shareholders. The initiatives we are taking are aimed at im- 
proving both situations. 

Another contributing reason for the decline in our share price is investor concern 
about the continuing legacy contamination issues being revealed about the Paducah 
and Portsmouth DOE reservations. While USEC liability in these matters was lim- 
ited by the Privatization Act, some confusion exists because press reports do not 
clearly point out that these contamination issues arise from operational practices 
years before USEC Inc. was created and they remain the responsibility of the U. 
S. Government. 


OUR COMMITMENT TO SAFETY 

From the day we began operations in 1993, USEC has set a high standard of com- 
mitment to safety. As directed by the Energy Policy Act, we earned certification of 
the plants by the U.S. Nuclear Regulatory Commission, and we are under their reg- 
ulatory purview. Last September, we participated in this Committee’s hearings on 
legacy contamination issues at Paducah and Portsmouth. We clearly stated that, for 
the benefit of our workers and host communities, we take these issues of worker 
protection and legacy contamination very seriously. 

We are cooperating fully with DOE as they address these historical issues. We 
have also taken initiatives to re-ensure that current work in our plant areas is con- 
ducted safely and that we provide a safe working environment for our employees. 
As you will recall, an NRC spokesperson also testified before your Committee that 
day, stating that NRC had determined that USEC operations were being conducted 
safely and that our safety program was in full compliance with their regulations. 

USEC URANIUM INVENTORIES 

I would like to now turn to the matter of the pre-privatization government trans- 
fers of uranium to USEC and our sale of this material. Let me summarize the situa- 
tion. Uranium was transferred to USEC by the government as directed by the En- 
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ergy Policy Act of 1992 and the USEC Privatization Act of 1996, and information 
on the transfers was publicly reported. 

I have made commitments to the U.S. government that USEC would limit its 
sales of its uranium, and I also gave assurances that our sales would be made in 
a market-sensitive manner. We have lived up to those commitments. I would also 
point out that we have a fiduciary duty to our shareholders to maximize the value 
of our uranium assets. Clearly, we do not want to sell our uranium in a market- 
disruptive manner that might lower the value of our uranium assets. 

MEGATONS TO MEGAWATTS PROGRESS 

We are also meeting our obligation as Executive Agent of the government by im- 
plementing the Megatons to Megawatts national security program. We are now in 
the sixth year of commercial implementation of the program. The equivalent of over 
3,254 nuclear warheads has been converted to power plant fuel purchased by USEC 
from Russia. We have paid Russia over $1.3 billion thus far, and over half of that 
was paid by the privately owned USEC — not the taxpayer. And, we are actually 
ahead of the 1993 U.S./Russian schedule for purchases and deliveries. The score- 
board clearly shows that we have been successful in meeting our commitments to 
implement this national security program. 

THE GOAL OF WORKER TRANSITION 

Before concluding my remarks, I would like to return to the very important mat- 
ter of workforce reductions this coming July. While these reductions will result in 
considerable savings, they will also result in a substantial impact on those affected 
employees, their families and their communities. 

We have proposed that all concerned constituencies, including USEC, Congress, 
the Administration, DOE, the unions and the communities, work together to miti- 
gate these impacts. Worker transition to cleanup programs is the most logical and 
feasible way to address this matter. We are prepared to cooperate with all constitu- 
encies to pursue a seamless worker transition. But to achieve this goal, we must 
put aside differences and begin working together. 

I would like to conclude by expressing my appreciation to the Committee for your 
consideration. My five years of public service as USEC’s Transition Manager, Presi- 
dent and CEO of the government corporation have afforded me an opportunity to 
work with a wonderful group of employees and with many dedicated public servants 
in the Congress and the Administration. 

As President and CEO of the private-sector USEC, I am determined that we will 
meet our commitments to our owners for creation of shareholder value and will ful- 
fill our obligations and commitments to the government. I firmly believe that we can 
and will achieve continued profitability for our shareholders. We will continue to 
succeed in implementing the Megatons to Megawatts program. And we will continue 
to provide a secure and dependable domestic source of uranium enrichment. 

We remain the world leader in sales of uranium enrichment services. We have 
strong business fundamentals that include over $6 billion in backlog and a robust 
cash flow from sales. We are a well run, service-oriented business focused on safety, 
customer service, identifying and seizing opportunities, solving problems and pro- 
ducing results. 

While we are a work-in-progress, we have been making progress. To fulfill the 
promise of a privatized USEC, all concerned have to realize that the Cold War is 
over and the war we are now fighting is global competition.Thank you for your con- 
sideration. I welcome your questions. 

Mr. Burr. Thank you, Mr. Timbers, for accommodating the com- 
mittee, and I will assure you that we all take it with great interest, 
your entire testimony. 

The Chair at this time would ask unanimous consent that this 
set of documents previously agreed to by the majority and the mi- 
nority be entered into the record with the understanding that staff 
will work with all interested parties after this hearing to make 
whatever redactions that are deemed appropriate part of the docu- 
ments insertion into the formal public record. 

Without objection and hearing none, so ordered. 

[The information referred to follows:] 
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0SEC FINANCIAL SITUATION ANB PROSPECTS 
AS OF MARCH 2000 


1. IntrodnctioB 

The United States (U.S.) government privatized its uranium enrichment enterprise, the 
United States Enrichment Corporation (USEC), through an initial public offering (IPO) on 
July 28, 1998. The corporation was privatized as USEC Inc., through the sale of 100 
million shares at $14.25 per share. The privatization committed the corporation to $500 
million in debt in order to increase the final return to the government to $1,925 billion. In 
the 18 months since it was privatized USEC’s share value has declined steadily, and is 
currently (March 27, 2000) valued at about $4.75 per share, 33% of its IPO price. 

During the past 18 months, USEC has claimed that it was financially encumbered with: (a) 
a larger than necessary labor force, (b) a gaseous diffusion plant (GDP) that it did not 
need (Portsmouth) (c) the enrichment component (SWU) of low enriched uranium (LEU) 
derived from Russian highly enriched uranium (HEU) that was priced above market price 
and its own cost of production, and (d) an atomic vapor laser isotope separation (AVLIS) 
enrichment research and development (R&D) program that it could not afford to support. 
While the corporation’s management was generally aware of the foregoing issues at the 
time of the IPO, the financial and political communities do not seem to have been as 
aware of some of them as they should have been. 

Acknowledging its financial problems, USEC announced on February 3, 2000, that it 
would reduce its production workforce by 20% this summer, halve the company’s annual 
dividend, and begin a new and aggressive program to repurchase an additional 20 million 
shares of its common stock. USEC also stated that it expects its fiscal year (FY) 2001 net 
income will only be about one-third of its FY 2000 net income. Not surprisingly, the 
union representing workers at the two GDPs, a number of USEC’s customers, and several 
members of Congress have expressed concern about the company’s viability and the 
potential impact of its financial difficulties. In accoid with the USEC Privatization Act of 
1996, the Nuclear Regulatory Commission (NRC) is now undertaking a review of USEC’s 
financial viability following the downgrading of the company’s credit rating below 
investment grade. 

This report examines USEC’s current financial situation and its future prospects. 
However, prior to reviewing the company’s financial status, the encumbering issues 
referred to above are reviewed in order to provide backgroimd for the subsequent 
discussion. 

2. Background 

When it was privatized in July 1998, USEC had a workforce of approximately 5,000 
people, mostly contractor employees. By November 1998, a voluntary program reduced 
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the workforce at the two GDPs by 259 people. A follow-on voluntary reduction campaign 
reduced labor by another 250 people by mid-1999. USEC took over direct operations of 
the GDPs from its contractors in May 1999. The termination of the AVLIS R&D program 
resulted in a workforce redaction at Lawrence Livermore National Laboratoiy (LLNL) of 
about 500 people during the summer of 1999. At the end of iune 1999, USEC had 3,960 
employees, including 3,790 at the plants (2,100 at the Portsmouth GDP and 1,690 at the 
Paducah GDP) and 170 at the company’s headquarters in Bethesda, Maryland. On the 
same day that it released its second quarterly report for FY 2000 it also announced that it 
planned to reduce its production workforce by a further 850 people beginning in July 
2000. The reduction, which will be primarily voluntary and about the same number of 
people at each plant, will leave USEC with a total workforce of about 3,110 people. It 
was stated that headquarters costs would also be reduced, presumably by some staff 
reductions. 

As a condition of privatization, USEC committed to continuing operation of both of the 
gaseous diffusion plants until January 1, 2005, subject to certain criteria. The criteria 
pertained to unforeseeable catastrophic events, the corporation’s financial health, and 
specific market conditions. During 1999, particularly in the second half of the year, there 
were concerns that USEC was planning to shutdown one of its GDPs, possibly the 
Portsmouth GDP, as soon as it could possibly do so. It is understood that though USEC 
had discussions with the NRC over the past several years, in mid-August 1999 it indicated 
that it planned to request certification amendments during the March-May 2000 time 
period. It, reportedly, planned to amend its Paducah GDP certification in order to incre^e 
the enrichment product assay limit from 2.75 weight percent (w/o) to 5.5 w/o, by the 
end of 2001. In September 1999 it was reported that USEC expected to obtain NRC 
approvals for the upgrades by the end of September 2000. While it is imderstood that 
USEC applied for the certification amendment at the beginning of March 2000, it could be 
well imo next year before NRC completes the certification process. 

On November 14, 1996, while still a government-owned corporation, USEC, as the U.S. 
Executive Agent, agreed to pay Minatom $84.50/SWU (with escalation according to the 
U.S Gross National Product Implicit Price Deflator) for the enrichment component of the 
HEU-derived LEU that it received from Minatom through the end of 2001. This price, 
which was approximately 12% below the restricted spot market price in November 1996 
has escalated to about $88/S WU, 1 0% above the current spot market price. 

In the Fall of 1999, USEC announced that it was considering resigning as the U.S. 
Executive Agent for the purchase of the Russian HEU-derived SWU unless it received 
substantial financial support from the government. USEC believed that it should be 
receiving financial compensation for managing the Russian HEU procurement 
activitiesji.e. a mmiagement fee. It claimed that it needed this funding to offset the above 
market SWU price that it was being forced to pay under the HEU purchase agreement with 
Minatom. It did not receive any financial support. Although it backed down on its 
resignation position on December L 1999, its actions and attitude caused considerable 
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concern within both the Administration and the Congress. While it is now committed to 
be the Executive Agent through the end of the year 2001, it could raise the issue again 
before the end of this year, though this does not seem likely. The issue of need for 
government financial support continues to exist. 

On June 9, 1999, USEC announced that it was terminating further development of its 
AVLIS enrichment technology. It was noted that USEC’s Board of Directors and 
management had reached this decision after a comprehensive review of operating and 
economic factors. USEC’s President, William H. Timbers, Jr., stated that USEC had 
enough data to conclude that the returns would not be sufficient to outweigh the risks and 
the ongoing capital expenditures necessary to develop and construct an AVLIS plant. 
USEC’s J. William Bennett, Vice President of Advanced Technology stated, as follows: 

Based on results of a recent series of test runs, we have identified continuing issues 
that we believe would take at least another year to address satisfactorily and, once 
addressed, would increase new plant construction costs beyond the previous S2.S 
billion estimate. Even if these issues were resolved, the resulting economics, 
weighed against the market price trends for enrichment, would provide too low a 
rate of return on investment for the risk involved. 

To many in die industry the AVLIS suspension decision came as a surprise. Secretary of 
Energy Bill Richardson, in a letter to USEC’s William Timbers, said that he was 
“...surprised that this [suspension] decision would take place so soon after privatization 
last year. I know there have been changes in the nuclear fuel market, but I understood that 
USEC considered AVLIS as an asset for its future viability.’’ In its July 29, 1998, 
Privatization Prospectus, USEC had stated that it planned to complete development and 
commence commercialization of AVLIS so that it could remain one of the lowest cost 
suppliers of enrichment services and enhance its competitive position. 

As matters now stand, USEC is seeking a promising technology that it can develop as a 
replacement for its aging GDPs. It is funding an Australian-invented laser technology 
called Silex that has not yet been proven successful in a laboratory environment. USEC 
has embarked on a six-month study to evaluate its options for using gas centrifuge, a 
technology that it does not own and would, therefore, have to acquire from others. It has 
reportedly had useful discussions with the Department of Energy (DOE) regarding the 
U S. centrifuge technology that DOE abandoned in 1985. 

Though USEC has apparently also expressed some interest in Russian and Urenco 
centrifuge technology, it is not known if it has pursued this subject with the Russians and 
it is understood that it has not done so with Urenco. However, it was reported in the press 
(NuclearFuel, February 21, 2000), that at a meeting of the German Atomic Forum on 
February 17, Urenco’s Managing Director, Klaus Messer, volunteered that Urenco would 
be interested in a joint venture with USEC to build and operate a centrifuge plant in the 
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U.S, Dr. Messer reportedly stated that such an arrangement “would make sense and be 
logical”. 

It is Consultant’s belief that acquisition of Urenco technology might be possible either 
through a joint vemore such as that suggested by Dr. Messer or through technology 
acquisition. Technology acquisition could involve purchase of plant and equipment 
similar to the Chinese purchase of Russian centrifuge technology in the 1990s. 
Alternatively, acquisition might only involve the purchase of a technology license. It is 
clear that Dr. Messers’ proposed arrangement would likely be the one that Urenco would 
prefer, especially since it could be structured along the lines of the ill-fated Louisiana 
Energy Systems (LES) Clairbome plant that was proposed in the 1990s. There might be 
issues relating to market share that would have to be negotiated. 

While the acquisition cost of Russian centrifuge technology might be less than the cost of 
Urenco technology, this is far from certain. The Russian ability to drive hard bargains has 
already been demonstrated in the pricing of the HEU deal. It is believed that the overall 
capital cost of a Russian technology-based plant in the U.S. could be high because of the 
large amount of piping and related equipment that would be required because of the low 
output of the individual Russian machines. 

3. USEC Financial Status 

As USEC’s financial troubles became public during the past 18 months, the Wall Street 
investment community became increasingly concerned about the corporation’s 
diminishing stock value and credit rating. Standard and Poor (S&P) reduced USEC’s 
corporate credit and bank loan rating from BBB+ to BBB on August 30, 1999, one level 
above S&P’s lowest investment grade rating of BBB-. On February 4, 2000, the day 
following release of USEC’s bleak FY 2000 second quarterly report, its S&P credit rating 
was reduced to BB+, one level below investment grade. On February 23, Moody’s also 
downgraded USEC’s credit ratings: its senior unsecured guaranteed bank credit facility 
was reduced from Baal to Baa3, its senior unsecured debentures from Baal to Bal, and its 
short term debt rating from P-2 to P-3. 

S&P and Moody’s both stated that “The outlook [for USEC] is negative”. Moody’s also 
stated, as follows: 

Ratings will continue under pressure due to the high cost base relative to SWU 
prices and the expectation that prices are unlikely to improve from current levels of 
approximately $80/SWU given overcapacity in the market. While recently 
announced initiatives concerning employment levels and power costs will provide 
savings, Moody's expects earnings compression to continue on the present 
operating profile and market conditions. Additionally, the use of excess cash flow 
generated to buy back stock will weaken USEC's liquidity position. 
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S&P noted that while “USEC’s internal cash flow generation remains relatively strong, 
this largely reflects the planned liquidation of its natural uranium inventories, which will 
be depleted in 5 to 6 years.” 

The following table presents USEC’s SEC filed condensed statements of income for FY 
199S, FY 1999, and the first two quarters of FY 2000. 


USEC CONDENSED STATEMENTS OF INCOME 
FOR FISCAL YEARS 1998, 1999 AND 20 00 (FIRST T WO QUARTENSl 


FISCAL YEARS ENDED JUNE 30 

tMIIHon Dollara) 


ITEM 

1998 

1999 


Separative Work (SWU) Sales Revenue 

1.380.4 

1,475.0 

637.0 

Uranium Sales Revenue 

40.3 

53.6 

41.5 

Total Revenue 

1.421.2 

1,528.6 

678.5 

Cost of sales 

1,062.1 

1,182.0 

563.8 

Gross profit 

359.1 

346.6 


Special chaises: 



■jjH 

AVltS technok^ suspensio) 

- 

34.7 (a) 


iAferkforce reduction & privatization costs 

- 

46.6 


Pro^d de^^opment costs 

136.7 

106.4 


Sales, general & administrative 

34.7 

40.3 

23.4 

Operating income 

141.1 

165.2 

87.3 

Interest expense 

- 

32.5 

18.3 

Ott)er Oncome) 

-5.2 

-16.8 

-5.7 

Income before income taxes 

146.3 

149.5 

74,7 

Provision (benefit) for income taxes 

- 

-2.9 (b) 

26,0 

Net income 

146.3 

152.4 

48,7 

Net income per share (basic & diluted) ($) 

. 

$1.62 

0.52 

Dividends per share (S) 


$0.83 

0.56 

Average number of shares outstanding 
(million) 


99.9 

94.2 


(a) Eqwval^tto $22.7 million after taxes at the effective rate of 34.5%. 

(b) Includes a one-time special income tax benefit of $54.5 miHton in first six months of FY-1S99. 


Exdudif^ Ote tax benefit. FY-1999 net incane was $40.7 million or $0.41 per share. 


The table shows that USEC was able to make the dividend that it promised in its 199S 
privatization prospectus, in its first full fiscal year of operation, FY 1999, but with little 
margin. In its prospectus, USEC noted that it intended to pay annua! cash dividends on it 
outstanding shares at an initiai rate of $1.10 per share. The table also presents the 
company’s consolidated statements of income for the first six months of FY 2000, as 
reported in its Securities and Exchange Commission (SEC) Form 10-Q report that was 
released on February 3, 2000. 
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USEC reported earnings for FY 1999 of $120.6 million, or $1.21 per share, excluding a 
special income tax beneiit and special charges related to the suspension of the AVLIS 
technology program. (This can be estimated from the data in the table, as follows: 152.4 
plus 2.9 minus 34.7 = 120.6, all in millions of dollars). Revenue from SWU and uranium 
sales for the fiscal year totaled $I,52S.6 million, compared to $1,421.2 million in the 
previous year. 

Net income for FY 1999 was $152.4 million, which included a special income tax benefit 
of $54.5 million and special charges of $34.7 million ($22.7 million, or $.23 per share, 
after tax) for contract terminations, shutdown activities, and employee severance and 
benefit arrangements related to the termination of AVLIS. 

At the time of it privatization in 1998, USEC became subject to federal, stale and local 
income taxes. The provision for income taxes in FY 19W included a one-time special 
income tax benefit of $54.5 million for deferred income tax benefits that arise from the 
transition to taxable status. If the special tax benefit did not exist, then USEC’s FY 1999 
taxes would have been $51 .6 million. Special charges of $34.7 million in FY 1999 are for 
contract terminations, shutdown activities, and employee severance and benefit 
arrangements related to AVLIS suspension. Excluding the special income tax benefit 
would have resulted in a FY 1 999 net income of only $0.98 per share. Since all project 
development costs were charged to expense, there was no asset write-off. 

If the first two quarters of FY 2000 are representative of the entire fiscal year, then annua! 
revenues might total $1,357, which is $172 million less than in FY 1999. However, the 
timing and quantities of SWU contract requirements vary from quarter to quarter and year 
to year in accord with the refueling schedules of customer’s nuclear power plants, and 
thus, no strong inference can be drawn from the FY 2000 data available so far. While FY 
2000 costs do not include the AVLIS costs of the past, revenues are lower due to 
customer’s declining SWU deliveries and declining SWU prices in contract commitments. 
It is expected that USEC will be able to meet its reduced dividend commitment of $0,55 
per share in FY 2000. Based on its first half-year results, USEC has projected a FY 2000 
net income at between $110 million and $115 million. As of December 31, 1999, USEC 
had repurchased 9.62 million shares, and its Board has since authorized the repurchase of 
a total of 30 million shares of the 1 00 million shares initially issued. 

Revenues in the second quarter of FY 2000 included sales of $42.8 million for temporary 
replacement of SWU “trapped” at the Tokai Mura accident site in Japan. It is expected 
that USEC’s sales in 2001 and 2002 will be reduced by about this amount as SWU is 
retrieved from the accident site. While project development costs in the first half of FY 
2000 only amounted to $4 million, project development costs are expected to rise to $1 8 
million for the entire year as scheduled payments for Silex, centrifuge research, and other 
requirements are met. 
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On February 3, 2000, USEC announced that it expected its FY 2001 net income to be 
reduced to between $35 million and $45 million, or about one-third of this years expected 
net income. In its February SEC Form 10-Q report, USEC notes that: 

Looking ahead to fiscal 2001 and beyond. USEC expects that its financial 
condition and results of operations will continue to be adversely affected by 
unfavorable global market conditions for the sale of enriched uranium and the 
legal constraints placed on USEC's ability to reduce costs in response to these 
changed market conditions. 

4. Operating Cost Considerations 

USEC leases and operates the two DOE GDPs that are located at Paducah, Kentucky and 
Portsmouth, Ohio. The combined total nameplate capacity of these plants is 18.7 million 
SWU per year. However, not all of this capacity is economically competitive. As 
production level increases, the amount of electric power needed to produce an additional 
SWU increases. Also, after production reaches a certain level, low cost "non-firm" 
sources of electric power have to be replaced by higher cost "firm" sources of power. The 
net effect of these operational considerations is that economically competitive production 
from the two GDPs is limited to between 70% and 75% of nameplate capacity, or 13 to 14 
million SWU. Above this level the marginal cost of production rapidly rises from 
approximately $55 per SWU to well over $100 per SWU. USEC stated in its SEC FY 
1998 Form 10-K filing, as follows: 

At recent electricity rates, average production cost is lowest when the GDPs 
are operated at a production level of approximately 13 million SWU. 

USEC’s purchases of non-firm power have averaged one-third of alt power purchases in 
the past, and were 30% in 1999. Over 50% of the Paducah plant's purchased power is 
obtained from non-firm sources. Its operations are extremely flexible, allowing it to take 
advantage of low-cost short-term power opportunities as they arise. Power levels may be 
changed by 400 MWe on a hour’s notice. The non-firm power is purchased directly on a 
competitive bid basis. However, the USEC’s non-firm power rates have been rising 
recently, although the non-firm percentage of total power purchases is declining as GDP 
production declines. The USEC's firm contracts for cost-based power supplies run 
through 2005, and include favorable termination clauses. Total USEC power purchases 
continue to average about 2.0 cents/kWhe. 

Electric power prices at the Paducah plant were unusually high during the 3rd quarter of 
FY 1998 due to persistent hot weather, high electricity demand in the Midwest, and 
resulting power generation shortages. USEC was forced to curtail production at Paducah, 
but earnings for FY 1999 were affected by the record high power costs. USEC limited its 
exposure to high-cost, non-firm power prices at Paducah for the summer of 1999 by two 
strategic actions. First, it reduced its power commitments to the Ohio Valley Electric 
Power Corporation (OVEC) for the Portsmouth plant in return for $31.7 million in cash 
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payments; USEC referred to this arrangement as “monetizing” excess power available 
under contract. Second, it made arrangements to move blocks of power from Ohio 
(Portsmouth location) to the Paducah plant as needed. 

Additional important factors affecting USEC’s future povrer costs are industry 
competition and deregulation, and potential new environmental regulations beyond those 
already embodied in the Clean Air Act Amendment of 1990 (CAAA). To date, USEC's 
power suppliers have been able to meet or beat CAAA imposed limits by switching to 
low-sulfur coal sources, blending low- and high-sulfur coals, and purchasing allowances 
for SOj emissions without major cost increases. USEC power costs have the potential to 
rise by 5% to 10% through the year 2005. Beyond 2005, however, the costs of potential 
nitrous oxide (NO,), particulates, air toxics and even carbon mitigation regulations, could 
result in real price increases of 2.5% annually. While the timing of such regulations is 
highly uncertain, even if enacted, they are not expected to affect costs before 2005. 

USEC sales are met from two primary sources; (1) production from GDPs and (2) 
purchases of SWU primarily derived from Russian HEU, but also including a small 
amount of Russian “matching” SWU purchases and ongoing U.S. HEU-derived SWU 
transfers. USEC can also meet a small amount of its annual sales from its own enrichment 
inventories, which include prior transfers of U.S. HEU-derived enrichment from DOE. As 
USEC's purchased enrichment quantities have increased over the last several years under 
its agreement to serve as Executive Agent for Russian HEU-derived SWU, the production 
level of the GDPs has decreased accordingly. As a result, the production requirements of 
USEC’s two GDPs will soon become approximately one-half of former levels, and the 
impact of the fixed cost components (primarily labor costs) on GDP production costs will 
increase dramatically. 

In the short term USEC can lower its average unit production cost by performing 
separative work in excess of its contract commitments, and thereby spread its fixed costs 
over a larger base. This mode of operation, which results in a build up of enriched 
uranium product inventory, is sometimes referred to as pre-production. USEC can also 
use excess separative work capacity to underfeed the GDPs. Underfeeding is a process 
which substitutes increased SWU production and electric power consumption for 
decreased uranium feed, resulting in an increase in uranium inventories. The specific 
mode of operation will depend on economic factors such as the price of electricity, the 
market price of uranium feed, and the cost of tails disposal. It is understood that USEC 
operated its GDPs in a “net underfed” mode in FY 1 998 but not in FY 1999. Net underfed 
means that that one plant may have been more underfed than the other, depending on the 
individual economics for each plant. 

It is expected that the supply mix to meet projected future USEC annual sales of 11 
million SWU per year will be; 

GDP Production to Meet Demand 5.0 Million SWU 
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Russian HEU-derived SWU purchases 5.5 Miliion SW0 

U.S HEU derived SWU purchases 0.5 Million SWU 

An additional O.S million SWU per year may be used at the GDPs for underfeeding, 
increasing USEC’s stocks of naltiral uranium by approximately 2 million pounds per year. 
USEC may also decide to draw down its existing SWU inventories in the fature. 

The following table presents the composition of USEC’s current and historic GDP 
production costs, total GDP production cost, annual GDP production, average sales price, 
and SWU purchases. These figures are derived from the USEC privatization prospectus 
and SEC filings. 



USEC GDP PRODUCTION COSTS 



USEC Fiscal Year. 

1995 1996 1997 

199S 

1999 


Components of Production Can fS/SWU and Percent of Tntaft 


ElecGic Power 

$43^ 

$46.0 

$51.3 

$45-5 

$50.5 


57% 

55% 

59% 

48% 

56% 

Labor and 

S15.4 

$20.4 

$22.1 

$30.5 

527,7 


20% 

24% 

25% 

32% 

31% 

T»!s Disposition 

$9.0 

$8.8 

S6.9 

$7.1 

$4.7 


12% 

10% 

8% 

8% 

5% 

Other 

$7.6 

$9.0 

$7.1 

$10.7 

$7.4 


10% 

11% 


11% 

m 

GDP Production Cost 

$75.2 

SS4J 

$87.5 

S93.S 

$90.3 

(S/SWU)* 

100% 

ioo% 

100% 

100% 

100% 

GDP Production 

(Million SWU) ** 

I3.« 

10.6 

10.3 

8.9 

S.6 

Average USEC Sales Price 

(S/SWU) 

$1 16.4 

$118.4 

$114.9 

$116.0 

$1157 

USEC Purchases 
(Million SWU) 

U 

2.0 

3.1 

53 

3.9 


Totals may not add due to rounding 
* Transaction tails basis. 

** Operating tails basis. 


As demonstrated in the above table, as SWU purchases increase and SWU production 
decreases, the labor and benefits share of total unit production cost rises — an 80% 
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increase since FY 1995. Not surprisingly, GDP production costs have also risen. Tails 
expenses have dropped due to the use of lower estimates of the future unit cost of tails 
disposition and use of underfeeding, which decreases tails production. It is clear that 
further reductions in labor costs will be required if GDP production is to be profitable at 
expected future production levels. 

At the present time, USEC is able to earn a profit since the average sales price for 
deliveries made during FY 1999 was $1 15 pet SiTO (as reported by USEC). The FY 1999 
sales price includes older contract commitments with higher prices. It is observed from the 
above table that GDP production costs have risen to a level consistent with or higher than 
industry-wide new sales contract pricing for delivery in future years (mid $80s per SWU). 
As more recently signed contracts begin to constitute a larger percentage of USEC 
deliveries, it is expected that average prices received by USEC will drop to levels at or 
even below the FY 1 999 GDP production cost. 

USEC acknowledged the trend toward lower SWU pricing in its June 1998 prospectus for 
the initial public offer. It apparently hoped to combat the obvious negative effect on 
profitability by lowering GDP production costs, deploying a lower-cost AVLIS 
technology, and increasing absolute sales levels. Although USEC has maintained its 
average sales levels at approximately 12 million SWU per year during the past few years, 
its FY 1999 world market share is about 35%, down from the 40% level that it had in FY 
1997. Its FY 2000 market share is expected to decline to about 32%. 

The other major component of USEC supply is provided by the purchase of HEU-derived 
SWU supplies from Russia at $84.50 per SWU plus inflation from 1997. USEC also 
incurs shipping costs estimated to be about $2 pet SWU. The total cost for USEC of 
Russian HEU-derived SWU purchases made in FY 1999, was approximately $90 per 
SWU. Clearly, the Russian HEU-derived supply suffers from the same problem as GDP 
production, a cost that is above the current market price for new long-term enrichment 
contracts. The Russian HEU pricing applies for deliveries through the end of calendar 
year 2001. Negotiations for a delivery schedule and prices in 2002 and beyond are already 
underway. 

In addition to covering its production costs, USEC must generate sufficient operating 
revenues to provide for general, selling and administrative (GS&A) costs, interest costs, 
R&D cost ($100 million in FY 1999; only $18 million scheduled for FY 2000), and 
income taxes and still have enough left to pay dividend distributions to stockholders. 
Based on an analysis of published USEC costs for FY 1998 and FY 1999, the margin 
necessary to generate the $1.10 dividend payments promised in the prospectus, as well as 
the other non-production costs just listed, would amount to an additional $18 to $20 per 
SWU. 

While profit expectations may have been met by USEC at the average SWU delivery price 
of $1 15 per Siro during FY 1999, the situation is expected to change rapidly for USEC as 
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future delivered prices drop in real terms and GDP unit operating costs continue to 
increase. In the future, USEC uranium inventory sales, which are discussed separately 
below, and sales of lower cost U.S. HEU-derived SWU inventories can be expected to 
provide approximately $4 per SWU in after tax profits to compensate in part for lack of 
profits from sales of enrichment services. Up to $2 per SWU in additional savings may be 
generated by USEC efforts to limit exposure to high-cost, non-firm power during the 
summer, monetize excess summer power available under one power contract, and wheel 
blocks of lower-cost power from one GDP to the other when needed. 

5. USEC’s Market Position 

In its Form 10-K filing with the SEC for FY 1999, USEC claimed a world enrichment 
market share of 35% and a North American (the U.S. and Mexico) market share of 73%. 
These market shares make USEC the number one supplier of commercial enrichment 
services to electric utilities in both the U.S. and the world, with total commercial sales 
50% higher than the next largest Western world supplier. USEC’s customer backlog 
through 2010 is approximately $7.2 billion, in escalated dollars. 

USEC’s domestic market share for enrichment services has gradually declined since 1990, 
a point in time when its DOE predecessor held 90% of the U.S. market, to its current 
(2000) level of about 65%. The U.S. market share is expected to decline to between 60% 
and 65% during the next few years based on current contract commitments. The decline 
in U.S. market share is the natural result of greater competition and customer preference 
for diversity among its suppliers. Thus far, the decline in USEC’s U.S. market share has 
been partially offset by an increase in overall U.S. requirements for uranium enrichment 
services, which has resulted from improved nuclear power plant operating performance. 

USEC’s share of the world enrichment services market is also expected to decline by 
about 10% during the next several years. The other major world markets for enrichment 
services are the Far East and Europe. USEC and its predecessors have historically been 
the dominant supplier in the Far East, where indigenous supply capacity is small. USEC’s 
current market share for the Far East is estimated to be 52%, from which USEC generated 
30% of its 1999 sales revenue. USEC’s current share of the European market is relatively 
small (~6%). This is due largely to the domination of the European markets by 
indigenous suppliers Eurodif and Urenco. The European market generated about 8% of 
USEC’s 1999 sales revenue. 

6. USEC’s Marketing Strategy and Behavior to Date 

USEC’s marketing strategy, both as a private company and as a wholly- owned 
government corporation, appears to have been based on maintaining or increasing its 
market share. A strong market share appears to have been viewed by USEC management 
as crucial to its successfully completing the privatization process. During the early 1990s, 
the government corporation offered discounts on existing contract commitments in 
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exchange for additional new sales comraitmems at prevailing market prices. As European 
competitors sought to gain a strategic foothoid in the U.S. market, the price for 
enrichment services under long-term contracts began to drop. At that time, USEC 
appeared unwilling to accept any loss in market share, and continued to lower its price 
offerings on subsequent proposals following a competitive bidding loss. After the 
Western European competitors satisfied their U.S. market share goals of 10% to 15% 
each, they became less active in the U.S. market, but USEC did not seem to readjust its 
strategy. It continued to submit low price offers in its proposals and win the vast majority 
of subsequent new contracts at unnecessarily low prices. As the European competitors re- 
entered the U.S, market, in order to maintain their previous market share gains, both the 
market price and USEC’s offering prices declined once again. However, financially 
weakened by its growing obligations to deliver significant quantities of future enrichment 
services at very low prices, USEC may have finally decided to refocus its marketing 
strategy. 

In its SEC Form 10-Q report for the quarter ending March 31, 1999, USEC stated that it: 

“has resisted lowering prices to levels that would fail to meet its margin 
requirement even when it has meant a decline in market share. USEC's 
focus is on profitability rather than market share. " 

However, it is not clear what USEC’s definition is of its “margin requirement”. If it is 
based on the average cost of sales, including fixed cost components such as labor and 
depreciation, then USEC has been competing at prices that are below current costs and 
thus do not afford a profit margin. In making the above statement, USEC may have been 
assuming significant reductions in its future costs. 

USEC also recognized the low price levels for new long term contracts and listed 
contributing factors when it stated: 

Recent industry and global economic developments have intensified the 
effects of production over-capacity and continuing lower prices for 
enrichment services. These developments include: the adverse impact of the 
strengthening U.S. dollar; recent decisions by certain European utilities to 
liquidate strategic SWU inventories; termination of the Kazakhstan 
suspension agreement; a reduction in the open global demand for SWU: and 
heightened price competition among uranium enrichment suppliers. 

Prices for new long term enrichment contracts have fallen steadily over the past six years, 
from approximately $100 per SWU in 1994, to the mid $90s per SWU in 1996, and the 
low $80s per SWU by 1999, ali in then-current dollars. The spot market enrichment 
market price decline leveled off during the past six months at about $80 per SWU, with 
the long term price being only a few dollars higher. Prices could rise during the next few 
years to the low $90s per SWU in response to some expected modest increase in world 
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requirements, the possible shutting down of excess USEC production capacity, potential 
weakening of the U.S. dollar, and less intensive competition among suppliers. 
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7. Uranium Inventories 

At the time of its privatization in July 1998, USEC reported its inventories as totaling 
74.755 million pounds uranium equivalent (UjOje). The inventories were composed of 
material already owned by USEC, transfers made by DOE between March 1998 and July 
1998, and HEU-derived LEU that is committed to be transferred by DOE after blending 
has been completed. A breakdown of the inventories, in million pounds UjOge, is as 
follows: 


Inventories held on March 31,1 998 3 1 .73 

7,000 MTU natural UFj in accord with 1996 Privatization Act 18.29 

50 MT HEU in accord with 1996 Privatization Act 13.07 

3,800 MTU as UFg remedial action payment by DOE 9.93 

45 MTU LEU remedial action payment by DOE 1.18 

0.8 MT HEU remedial action payment by DOE 0,55 

Total; ’ 74.75 


The 7,000 metric tons of uranium (MTU) and 50 MT HEU uranium, corresponding to 
31.36 (=18.29+13.07) million pounds UjOjC, is restricted from being sold into the U.S 
market at a rate that is greater than 10% per year, that is, at greater than 3.14 million 
pounds per year. The 3,800 MTU and the 45 MTU LEU (corresponding to a total of 1 1 . 1 1 
(=9.93+1.18) million pounds UjO,e) is restricted from being sold into the U.S. market at a 
rate that is greater than 35% per year, that is, at a rate that is greater than 3.89 million 
pounds per year. The total must be sold over at least four years. The remaining material 
is unrestricted. 

In addition to its inventories, as previously stated, USEC underfed its GDPs in FY 1998 
but not in FY 1999. Underfeeding may have “generated” as much as four million pounds 
of uranium equivalent (UjOge) in FY 1998. However, since the approximately 75 million 
pound inventory noted above is for the end of the third quarter of FY 1998, it is estimated 
that the March 31 inventory was only increased by about one million pounds by the time 
of privatization. It is estimated that USEC could in the future potentially accumulate up 
to about 2 million pounds U}0,e per year through underfeeding, that is, by operating its 
enrichment plants at 0.26 weight percent (w/o) U-235 while transacting with customers at 
0.30 w/o, depending on the economic justification at the time. 

USEC’s SEC filings indicate that its revenues for uranium sold in FY 1999 and the first 
half of FY 2000 were $53.6 million and $41.5 million, respectively. It can be estimated 
on the basis of spot market prices during these two periods that these sales depleted 
USEC’s uranium inventory by about 8 million pounds UjOge, leaving it with an end of 
calendar year 1999 inventory of approximately 68 million pounds UjOj. However, 
according to reports (e.g. NuclearFuel, July 13, 1998) USEC had already committed about 
two million pounds UjOge per year through 2005 when it was privatized in mid-1998, and 
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was committed to deliver approximately 12 million pounds between the end of 1999 and 
the end of 2005. If USEC has since doubled its commitment for this period as a result of 
sales made between mid-1998 and the end of 1999, then its end of 1999 uncommitted 
inventory would have been approximately 44 million pounds. If USEC’s January 2000 
commitment to the Tennessee Valley Authority (TV A) is included, between 15 and 20 
million pounds over ten years, then USEC’s uncommitted inventory currently amounts to 
between 24 and 29 million pounds. In its 1998 privatization prospectus, USEC stated that 
it would withhold 13 million pounds for GDP operational requirements — this is 
equivalent to about three months of working inventory. Since the purchase of HEU- 
derived SWU will result in a GDP annual production level of only about 5 million SWU, a 
working inventory of 6 million pounds UjOjC should be adequate. This means that 
USEC’s uncommitted uranium inventory could currently be between about 18 and 23 
million pounds. Because the foregoing is based on best estimates, it would be conservative 
to assume that USEC’s forward uranium sales from existing inventory will be limited to a 
total of 20 to 30 million pounds. Uranium accumulated from underfeeding could increase 
these quantities by about two million pounds per year. 

Consultant estimates that USEC’s delivery commitments will range between 6 and 8 
million pounds per year through the middle of this decade and then taper off by 2010. 
However an additional 2 million pounds per year may be obtained through underfeeding, 
if economically justifiable, in which case sales may be accordingly higher, USEC’s 
uranium sales, already largely committed as shown above, could generate revenues of 
approximately $81 million per year. This is based on annual sales of 2.7 million 
kilograms (7 million pounds) of uranium hexafluoride (UFj) at $30 per kilograms of 
uraniumC as UF,). However, it should be recognized that while this would generate cash 
flow, the uranium has an underlying cost that is about 75% of the estimated market value, 
that is, $22,50 per kilogram. The underlying cost was estimated as being between $20 and 
$25 per kilogram, based on information given in USEC’s 1998 Privatization Prospectus. 
Using an effective federal and state income tax rate of 34.5%, the resulting contribution to 
after tax profit from the sale of the uranium inventory may be estimated as being as little 
as 16% of the cash generated or about $13 million per year. This would correspond to a 
benefit of about $1.20 per SWU on annual sales of 1 1 million SWU. 

8. Strategies for the Future 

Over the past six months, USEC has effectively signaled that its strategy for future 
viability is going to be based on: 

• Shutting down portions of excess capacity at both of its GDPs or completely shut 
down one of the two plants; 

• Negotiating a substantial price reduction in the HEU-derived enrichment purchased 
from Russia and/or obtain “peace dividend” compensation from the U.S. government; 

• Reducing its workforce to the minimum level necessary to continue safe operation of 
the GDP(s); and 
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• Acquiring access to centrifuge technology to replace its diffusion technology as soon 
as feasible. 

None of these plans are a great surprise to industry observers, and all make good business 
sense. If they can be completed successfully and market prices rise into the low $90s per 
SWU, then USEC should be able to maintain some level of profitability. USEC now 
operates as a commercial business, and must meet its fiduciary responsibilities to 
stockholders. While USEC’s fortunes can be strongly affected by U.S. government 
policies, USEC cannot set those policies, rather, it can oniy react to them in the most 
business-like way possible. 

USEC is somewhat limited in its options to rationalize excess production capacity due to 
one of the conditions agreed upon as part of privatization, namely that both GDPs be kept 
running until 2005 unless one of a number of criteria indicative of poor financial 
performance are triggered. The 1998 agreement between USEC and the Treasury 
Department requires that USEC operate the two GDPs until the end of 2004, subject to the 
following exceptions: 

• The occurrence of any event beyond the reasonable control of USEC, such as fires, 
floods, or acts of God, that prevent continued operation of the plants; 

• If the Operating Margin (earnings plus interest and taxes divided by total revenue) of 
USEC is less than 10% in a twelve consecutive month period; 

• If the long term credit rating of USEC is, or is reasonably expected in the next twelve 
months to be , downgraded below an investment grade rating; 

• If the Operating Interest Coverage Ratio (earnings plus interest plus taxes divided by 
gross interest expense) of USEC is less than 2.5 in a twelve consecutive month period; 

• If there is a decrease in annual worldwide demand for SWU to less than 28 million 
SWU; or 

• If there is a decrease in the average price for long-term firm contract delivery of SWU 
to less than $80 per SWU, in 1998 dollars. 

While some of these criteria are not very precisely defined, and are, therefore, subject to 
interpretation, the recent S&P and Moody’s down downgrading has clearly triggered one 
of the criteria and put USEC in a position to begin planning a plant shutdown. In 
addition, there could be a decline in the Operating Margin in the next year or two that 
could provide a second shutdown trigger opportunity for the corporation. The table below 
presents consultant’s estimates of the actual Operating Margins for FY 1998 and FY 1999, 
and projected Operating Margins for FY 2000 and FY 2001. It is projected that the 
Operating Margin could decline to about 7.7% in FY 2001, that is, by the end of calendar 
year 2000. 
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1 USEC OPERATING MARGIN | 


— 

Actual 

Projected 

— ► 


FY96 FY99 

FYQQ 

Ey-Qi 

SWU Sold (Millions) 

11.9 

12.8 

12.0 

11.0 

Avg, Price ($/SWU) 

$116.0 

$115.0 

$111.4 

$106.1 

GDP Production SWU (attrans. Tails) 

7.8 

8.6 

6.0 

5.0 

GDP Production Cost ($/SWU) 

$93.8 

$90.3 

$101.7 

$103.2 

Net Profit (Million $) 

$146.3 

$152.4 

$94.9 

$45.9 

Operating Margin 

13.2% 

13.1% 

12.1% 

7.7% 


Despite the AVLIS program termination, USEC contends that it is still pursuing options to 
secure a cost-effective advanced enrichment technology: 

We are moving forward with our evaluation of potentially more economical 
technology options, including the Silex laser enrichment process and gas 
centrifuge technology. " ... "USEC has secured exclusive rights to explore 
the commercial viability of the Silex enrichment process. 

The separation of isotopes by laser excitation, referred to as Silex, is under research and 
development (R&D) by the Australian company, Silex Systems Limited (SSL), at the 
Australian government’s atomic energy facilities at Lucas Heights, New South Wales, 
Australia. The research, still at the laboratory stage, reportedly resulted in demonstration 
of key physics parameters by the end of 1999. USEC is continuing to fund the program 
through mid-2000. 

The Silex process has not been publicly described, but is believed to be generally similar 
to the molecular laser isotope separation (MLIS) process that was researched and 
eventually abandoned in the U.S., South Africa, Germany and Japan. The research in these 
countries was abandoned because of the projected poor economics of the relatively low 
mass efficiency process. Because of restrictions imposed by the Australian government, 
Silex could not be used to produce HEU fuel for the U.S. Navy, something that could 
become necessary at some time in the future if USEC were to use only Silex for 
enrichment in the U.S. 

USEC has had discussions with DOE regarding the centrifuge technology that DOE 
abandoned in 1985. It has also expressed interest in Russian and Urenco centrifuge 
technology. Unless it obtains centrifuge technology through either licensing or merger- 
acquisition arrangements with others, it will have to pursue a long and slow R&D path, 
one that could take a great many years before providing a return. With regard to mergers 
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and acquisitions, it should be noted that foreign entities are currently prohibited from 
collectively having ownership of more than 10% of USEC’s voting securities. Entities 
having a significant commercial relationship with a foreign enricher, as well as foreign 
enrichers and their affiliates, are also currently prohibited from owning any securities of 
USEC’s. It may require legislation to relax the existing foreign constraints. 

9. Conclusions 

USEC’s strategy of maintaining market share “at any cost” has not worked and must now 
be revised. While there are indications that marketing revisions are underway, it could be 
a year or more before a revised strategy is complete and an improved outlook for USEC is 
apparent. In the meantime USEC must resolve the issues of plant shutdown and 
production costs, the pricing of Russian HEU-derived SWU, and advanced technology for 
future deployment. 

Daring the next one to two years there is some likelihood that USEC may be regarded as a 
takeover target by other companies in the industry and by venture capitalists, particularly 
if its share price remains as low as it is currently. Any takeover is subject to the 
constraint that no entity can acquire more than 10% of USEC’s voting securities for a 
three-year period following privatization. However, there are indications that the 
Congress may be willing to reduce the three-year limit. 

By the end of next year, USEC must, and probably will, seek to obtain a substantial 
reduction in the price it must pay for the SITO component of the Russian HEU-derived 
low enriched uranium. The corporation, reasonably, maintains that the current price is far 
too high for it to bear, when compared to its own marginal cost of production. The 
Administration may be able to assist USEC in convincing the Russians of the wisdom of 
tying price to prevailing market prices, and at some reasonable discount because of the 
annual volume of SWU involved and the long term of the agreement. 

In order for USEC’s financial viability to be restored as soon as possible, it must reduce 
costs substantially since it will not be possible to increase the revenues that are projected 
to result from the contracts in its current portfolio. The shutdown of one of the GDPs is 
an unavoidable necessity in this regard, if the company’s viability is to be assured. 
Substantial cost reductions could result from a reduction in the GDP operating labor force 
from over 3,000 to about 1,500 workers. While the impact on labor would be significant, 
the DOE may be able to offer alternative employment in some of its remedial action 
programs. 

For the mid to longer term, USEC must identify a reasonable cost centrifuge replacement 
technology for its aging GDPs. This will require an evaluation of all of the realistic 
options that may be available, ranging from arrangements that may involve corporate 
mergers to acquiring technology through licensing agreements. While Silex could turn out 
to be a commercially deployable technology someday, it will be some years before USEC 
can rely on this becoming a possibility. In the meantime it must look to proven economic 
technology to meet its needs. 
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oepastment of the treasury 

WUHIMSTON. O.C. 

July 22, 1998 


MEMORANBtMFOR SECRETARY RUBIN 

OEPOTY SECRETARY SOMMERS 


THROOGB: 




lolm C. Hawke, Irs 
UBderSecretaiy .'V 
(Somestic finance) 


FROM: 


ler rP 


Caiy Geasler 

Assistant SectetaijkJ? *~^ .. 
(Financial Nforkets) ^ — '< 


CLOSE HOLD 


SUBJECT: 


Sale of the United States Eniiehmesit Coi}xit3tiaR 


ACTION FORCING EVENT: 


On June 24. 1998, you delegated to Under Secretary John D. Bauke, Jr. the authority of the 
Secretaty under legislation authoriaing the privatizatian of the United States Enrichment 
Corporaticm fTJSEC prthe“Cofpotation”). 

Under Secretaty Hawke redelegated such authority to Assistant Socretaiy Gary Censler. On June 
28, 1 998, Assistant Seerataty Gensler eonditionally approved on your behalf the decision of the 
Board of Directors (the 'TJSEC Board”) of USEC to privatize the Corporation through an initi^ 
public oSering (the 'Offering'), subject to funher detenninations by the USEC Board and 
Treasury that no event or condition has occuned since the date of the conditional approval that 
would cause a change in the assessment that the Offering satisfies the siatutoiy leguiiemeDis for 
privatiaation. On June 29, 1998, USEC died a registration statement with the Securities and 
Exchange Commission and initiated a road show for the s^ of the common stock of the privatized 
coipontion. The USEC Board will meet this afternoon and we expect them to make its required 
detennination that the Offering continues to satisfy the statutory requirements for privatization. 
After the close of the seeurffies market this aftemoon, we expect the underwriters to offer to 
purchase from the Treasury 100*A of the common stock at a price. The Sling range was between 
S13.S0 and S1S.S0 per share. We understand that the current expected price is iqjproxiniately S14 
per share. Assistant Secretary Gensler intends to give final approval to the sale based on our belief 
that no event or condition has occurred since June 28, 1998, that would cause a change in the 
assessment that the O&ring satisfies the statutory requirements set forth by Congress. 

RECOMMENDATION: 


That you determine that the actions diat Assistant Secretary Gensler intends to t^e in giving final 
approval to thp&lethrou^ the Offering are consistent with your delegation of authority. 


DECISII3N: 
^ Approve 


. Disapprove 


.Let's Discuss 
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DISCUSSIOM: 

We believe that no event or eondiben has oecmted since Isne 2E, 199B, that would cause us Is 
change our assessment that the OMng satisSe the smtutsiy lequimneats &r privauzarisa The 
more significant recent issues that have been addressed in considering the privarizasion are set 
forth belovc 

Proceeds: 

We anticipato that after die dose of the public securities imrket, Moi^ Stanley and Merrill 
Lyndi, die tsMtianagets, will infonn us that the underwriter ire pirated to putchase 100 million 
share of VSEC be. We imdertznd that the underwriter eutrently espeel that dtcy will price the 
share e approximately S14 per share. Accordingly, the proceeds from the sale of diese shares will 
be approximately S1.4 billion, less the underwriting discount of Z96%. USEC will also obbin 
debt finandng of SSOO million to pay to the Treasury as an exit divided. The combined proceeds 
from the Ofiering and die debt financing will result in aggregate proceeds to the United Stat» of 
approximately SI .9 biliion, less the discount 

You may recall that the Carlyle Consortium offered S1.9 billion, with SI 00 million of such 
proceeds set aside in an indemnification escrow account for up to six year and post closing 
adjustment for tax basis. 

EITects OB die Coremaiuties; 

The Offering is likely to result in the reduction of 600 jobs, 100 jobs through attrition, at the 
gaseous didfrision plants operated by USEC in Paducah, Kentucky and Portsraoudi, Ohio over the 
next two fiscal yean. USEC has entered into two agreements with the D^attmem of Energy 
(“DOE") to ameliorate the effect of staff reductions. Under the first agreement, DOE will assume 
responsibility for a certain amount of depleted UF, generated by the privatized company for a 
payment of SSO million from USEC’s prr^-privatization fiinds. DOE wilt apply these fonds through 
its “work for others" program for two purposes. Firt, DOE will initiate research and development 
for the edablishfflent of a focility to treat the depleted uranium, ff constructed, the new focility 
would create a signifiiam number of jobs. Second, DOE will establish a canister maintenance 
program to enhance the protection of the depleted uranium. DOE has stated its intention to give 
hiring preferences under its canists- maintenance program to qualified USEC workers diat are 
affected by the staff reductions. Under the second agreement to ameliorate the effect of job 
reductions, USEC is providing certain worker transition assistance benefits using S20 million from 
USEC's pre-privatizarion fimds. 

The disposititai iff depleted uranium is also addressed fay legislation unanimously adopted by foe 
Senate on July 16, 199S, and adopted by foe House on July 20, 199S. We erpect that foe 
l^slation will be signed into law prior to the closing date. The legislation will set aside 
approximately S385 'million from USEC's revenue account and will direa IXJE to prepare, by 
fiscal year 2000, a plan for applying these fonds to foe disposal of depleted uranium and foe 
construction of onsite disposal fiicilities at each of the gaseous diffusion plants operated by USEC. 
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Oii June 27, 199S, USEC raiteied inio a lener agreement wiiii Treaauiy in vi/hich it ap^ti that, in 
the event of the OSerin^ it would contractually commit to operam the gaseous diSision plants 
until January 1, 2tX)S, unless a signiEcant event occurs that could thraten tJSEC’s viabiliQ’ or the 
maintenance of a isiiahle domi^c cnricfament industry. By a letter to Tnssuiy dated July 10, 
1998, USEC eiariiied some of the esxeptions to its ohiigaiisn to operate the plants, and provided 
assurance diet current projections do not anticipate the occurrence of events dot would allow plant 
closing under these exceptions. These darifimiions were incorporated into as agreement signed 
on July 14, 199S. 

Nadosal Security; 

Subsequent to our June 28. 1998, decision to proceed with the Offering, die Administration has 
received a number of expressions of eoneefu regarding national securi^ aspse^ of the 
ptivatimtian: first, the effect of USEC's projected uranium sals on the agreement now being 
negotiated betweei Russia and western ccmpanies to sell Russia’s natural uranium; and second, 
USEC’s commercial interest may be in conflict with its role as Executive Agent under the 
Russian HEU Agreement Thee issues have been discussed by the interagency groups since die 
initiation of die piivatUation process in 1 99S. In response to heightened eoneein with diese 
issues, consultations took place over the last month among senior officials of Tieasuiy, the OSce 
of the Vice President, the National Security Council, the Council of Economic Advisers, the 
National Economic Council, the Department of State (“DOS"), DOE, and the Office of 
Management and Budget On July 20', 1998, senior Administration officials met with Senator 
Domenic! to discuss these issum. Additionally, USEC provided DOS with written elaiifieuions 
on July 21, 1991, providing a comprehensive summary of its policies and plans with respect to 
completed sales of natural uranium, an elaboration of its statements made in the Registration 
Statement of its intent to sell natural uranium, and its vies on the importance of remaining in the 
Examdvs Agent for the Russian HEU Agreemem. We undsstand that on July 22, 1998, Samuel 
K Berger, Assistant to the President fijr National Security A^n. advised President Clinton that, 
notwithstanding the rutional security issues raised, the privatizaiion of USEC should proceed. 
Additionally, DOS has infotmed us that it concuis with Mr Berger. 

Bual Patb 

The decision on June 28, 1998, to privatize USEC through an initial public offering was based on 
an analysis of privatiration alternatives and a determination that the Offering was superior to the 
lading negotiated sale proposal made by the Carlyle Consoitium. On July 1 6, 1 998, die Cvlyle 
Consortium modified its offer to incorporate certain provisions of an agreeme n t between USEC 
and Treasury that limit workforce reductions as the gaseous diffusion plants. Notwithstanding this 
modification, we have not undertaken a new “dual path" decision as there remain significant 
differenca between the Carlyle Consortium proposal and the Offering as set fbith in our 
memorandum to you, dated June 24, 1998. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C. 20220 

July 22. 1998 


MEMORANDUM FOR GARY GENSLER 
AasistM Secmaiy 
(Financial MaHcets) 


FROM: 


Peter C. Necheles } ^ — 

Senior Advisor ' 

(Covemment Financial Policy) 

Roberta K. Mclnemey -Ajc 

Assistant General Counsel 
(Banking and Finance) 


SUBJECT: Treasury Approval of the Privatization of the United States 

Enriehnrent Corporation through an Initial Public Offering 


ACTION FORaNG EVENT: 

On June 28, 1998, on behalf of the Secretary of the Treasury (the “Secretary”), you conditionally 
approved the June 1 1, 1998, decision of the Board of Directors (the “Board”) of the United 
States Enrichment Corporation (*TJSEC' or the “Corporation”) to privatize USEC through an 
initial public offering (the “Offering”) and made a related determination regarding the proceeds of 
the Offering to the Treasury.' 

Your conditional approvals and determination were sulyeet to: (1) a further determination by the 
Board, immediately prior to the execution of an underwriting agreement in connection with the 
Offering (the “Underwriting Agreement”).’ that no event or condition has occurred since June 1 1, 
1998, that would cause the Board to change its assessment that the Offering satisfies the statutory 
requirensnts set forth in the Atomic Energy Act of 19S4, as amended by the Energy Policy Act of 
1992,’ and the USEC Privatization Act* (collectively, the “Privat iz ation Legislation”); and (2) a 
further determination by the Secretary, immediately prior to the execution of the Underwriting 
Agreement, that no event or condition has occurred since June 28, 1998, that would cause the 


Exhibit 1 . Deeixian mcaiamidun on the srivnCzuicB of Ihe Unilod Stoics EmichiDenl CosponiUon. doled June 
2S, 1991 (the "June Henaniiden"). rnpitol i and lams usnd hcroiB snd not defined diell hnvc Ihe given such lenns 

in tbs June MoDOfaBdum. 

’ Bxbibitt. UndcnerilingA gu J u uit deled Juiy 22, 1998. 

’ Pub. LNo. 102^M. 106 Sui. 2T76 (1992), 42 U.S.C- 2297 gist 
* Pub. L. No. 104.134. 100 SUI. 1321 (19961. 42 U.S.C. 2297h a sea. 
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Secretaiy to ehsnge his issessment that the Offering satisfies the ststutory requirements set forth 
m the Privatization L^isiation. in order iar the Ofiering to proceed, ^ Secretary nust make 
such a detominatiQn and execute the Underwriting Agreement. The order and directive 
delegatii^ to you the witbonty. of the Secretary under the Prhaination Legishtisn lemain in 

Since your approval, l^EC has Sed a registration statemeiU vsath the Securities and Exdiat^ 
Consnhsion and an tmendhnsnt thereto ‘ Additionaliy, the Board has made the required 
detemtination as described above.’ The underwriters have now o&red to purdiase from the 
Department ofthe Treasury ("TreasuiyO 100% of the comtwn stock of USEC Inc.' at $14.2S 
per share. 

RECOMMENDATION: 

For the reasons discussed in this memorandum and the June Memorandum, we recommend that 
you, on behalf of the Secretary, make the determination set forth below, sign die attached letter 
(AttachmsiU A) communicating to USEC this determination, execute and deliver the 
Underwriting'Agreetnent attached hereto (Attachment B), and execute and deliver such other 
documents as may be necessary or appropriate to allow the consummation of the Offorii^. 

DETERMINATION: 


No ev»tt or condition has occurred since June 28. 1 998, to have caused the Secr^ary to (foange 
his a$apssTCm that the Ofiering satisfies the statutory requirements set forth in the Privatization 



,,-Approve 


iISCUSSION: 


_ Disapprove 


L^'s discuss 


In the June Memorandum we described the process followed by USEC, the Treasury, and otha- 
relevant agencies, and the speciBia statutory criteria set forth in the Privatization legislation We 


' Exhi^r 3. Order fitan Seousry Rabiii lo Uni^ Soeelanr Hawke Ilie 5eEretBr>'s aethesiry Is 

eaeseiaesny rishrarpewer.i&akeany fuidieg orderemuitaUcn. or pcafonaany duty eeoldisalion whicti die Seoelaiy is 
amlierised m eteram. toMke or pefonn punuant lo the ieaislalioo aurheiuijig the privatization of USEC. RedeleplioEi of 
such aothoricr doth Under Secretaiy Hawke to Aaristant Socmary Goailer. 

' Exhihitk Regiatrauoo SttteoieBt. datni 3tmc 19 . 1998. and Amendineni No. l.daied July % 1998. 

’ Exhibit 3. Board Reaoluuao Approving the Of&rios. dated July 22. 1998. 

' The hoidins catnpany oTUSEC's uiseeaaor eniityafler sivins efTect to theprivatization. 
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analyzed the evidence supporting the Board's cortchision that the O&rng will satisfy the 
statutory criteria and concluded that the Board’s decision was made in accordance with the 
requkenieits of die Mvatizstiwi L^lation. Additional^, we analyzed the udotmation made 
avadabieto us from the Cor|>oration, the Board, the privatization advisois.’ reievam federal 
agencies, and the leading candidate fra- a negouated third-par^ sale, ai^ in consideing the 
optiois fiar {Hivatiaation, conchidef that the Offixing is sup«i^ in ascon^lislang the objectives 
of the PrivatbEationLegislttion. Based on the analysis that friltmis, vw bdieve that no event or 
condition imsocetaied since the approvals and detemanation made by you on June 28, 1998. tlat 
would cause the Secretary to chaise his assessnent of the satis&etion by the Oiferuig of the 
statutory requi r eme n t s set forth in the Privatization Legislation. 

On July 16, 1998. Treasury received a letter from the Carlyle Consortium etdending the date of its 
offer for the acquisition of USEC to July 3 1, 1998. ” Additionaliy, the Carlyle Consortium 
modified its ofo to incorporate certain provisions of an agreement between USEC and Treasury 
that lirrM workforce re^retions at the gaseous diSusion plants. Notwidistanding this 
modifieation, we have not undertaken a new “dual path" decision as die» remain signifieani 
differences between the Carlyle Consortium proposal and the Offering as set forth in the June 
Memorandum Additionally, on July 17, 1998, Treasury received a letter fr'omthe Texas Pacific 
Oroup Consortium expressing its continued interest in acquiring USEC." 

In connection with the Ofiering, USEC has established several wholly-owned subsidiaries. 
Through a series of mergers that will occur immediately prior to the closing of the Offering, 
ownership of the assets and obligatbns of USEC will be transferred to a Delaware-ifoartered 
onporation. which will beeome a wholly owned subsidiary of USEC Inc., the corporation whose 
common stock will be sold in the OSiu'ing. Sunultaneously with the closing of the Offering, 

USEC Inc. will obtain a S700 million credit facility from the Bank of America National Trust and 
Savings Association. At closing, USEC Inc. will borrow SSSO million under the credit fiicility, of 
which SSOO million will be paid to the Treasury (the proceeds paid to the Treasury are referred to 
as the “Debt Proceeds”). 

In discussions earlier today with the co-lead managers of the Offering, Morgan Stanley and 
Merrill Lynch, we were provided with access to the underwriters’ book of orders and, in 
coordination with the Board, we discussed the price for the Ofierii^. Based upon sudi 
discussions, the underwriters agreed to price the comrrmn stock of USEC Inc. at S14.25 per 


’ To>iisiitiiiliiesnvatia:i<»,USElC«>iiMdUK>irriGesarMot|mSimleyJtCo. rMwswSaml^O.u 

uvBHCiiaBiMlwacxwKtavtaKlniAEuesi. MonS Lynch a. Co. (“Mariil Lynch”), as ee-leid manager, J.P. MossandtCn. 

lacoipsKSted rJ.f. Maiaui'*L «s tbuncwJ adviser, ud Sknddea, Alps. Sla^ a Horn LLF rSkwkkn Amsi 

{callaeuv^. U>s “pssvatsaUed edviacm”). 

ExhifastS. CariyteConsartiufnIsasr, deled July 16, 199t. 

" Edileir?. TcaasFaciQc GneupCdossitiiiiii Icoerdsted July 17, 1998. 
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share. Hius, the O&ing and Debt Proceeds will result in aggregate gross proceeds to the federal 
government from the privatiiation of S1.925 biliiort 

This afternoon we were informed fay the Chainmn of the Board that it authorized the O&ting of 
100 miUion stares ofthe common stock of US£C Inc. at a price of S14.2S per share. The 
Chainnan also infonned us that the Board ^vided final approval to the privatization by 
determining that no event or condition has occurred since June 1 1, 1998, that causes the Board to 
change its assessment tint the Ofiering ssisfies the statutory requirements for ptivatization set 
forth in the Privatization Legislatioii In discussions today, we confirmed that no event or 
condition has occurred smce June 28, 1998, that causes the Departments of Energy CTXJE”), the 
Office of Msnagement snd Budget f'OMB’O. or the Nuclear Regulatoiy Commission (T^RCT) to 
modify their earlier advice to Treasury that the Offorit^ complies with the Privatization 
Legislation.'^ 

Bequirementi of the Atomic Energy Act of 1954, as amended by the Energy Policy 
Act of 1992 

Under the Atomic Energy Act of 1 9S4, as amended, the Board is required to determine, in 
consultation with appropriate agencies, that [aivatization will satisfy the following criteria: 

(1) Privatization through the Offering wiB result in a return to the United States at 
least equal to the net present value of the Corporation, 

As discussed in the June Memorarrdum, a ruimfaer of studies conducted by USEC, its financial 
advisors and Treasury examined the net present value of USEC if it were to continue to operate 
as a government corporation, pursuant to its current authorities. The resulting valuations range 
from SlOO million to S1.08 billion. The most recent analysis concluded that the net present value 
of the in-govemment case ranges from S67S mitlion to {762 million. 

Morgan Stanley and Merrill Lynch have informed us that the underwriters are prepared to 
purchase 100 million shares of USEC Inc. for SI4.25 per share pursuant to the Underwriting 
Agreement. Accordingly, the proceeds from the sale of these shares will be £1 .425 billion, less 
the unlerwritii^ discount of approximately S42 rnllion and the succes foe for J.P. Morgan of 
S6.7S million, resulting in net Ofifering proceeds of approximately S 1.375 billion.” Combined 
with the net Debt Proceeds, the aggregate net proceeds to the federal government will be 


Chi July 20. tSM, wu cnimilUiil with Belly Meier, Aerinc Seenaiy cTOOE, end Jack Lew. Aclisg Diicclor of 
^iSB, who coofinDod the centiiniad wppen of dwir ra^Mstin egesetee for the pnvuuouoe oTUSEC through the Oflering. 

Wvoriwriwi mpmoete oisept for (he aa dag>wiling dueowit, wUl be poid fros USEC’i revenue Kceant at the 
Treuani. A> eawiat of the iidgmlgovqwnient. the revenue ■eeeuatcoBtifie of govta m cai ftodhtbetu to the pctentooc 
pee ded far pcnmtgtiae oigwnMB , will be trinsfetrad to the Treewgy genew] fiad. Beeauae the belance of the revenue oogoubi 
has tbeady beep recerded B reeeipta by the federal gewmsepl, the hods in sud) nceottfii are not included in the precaeds oT 
the privatuatica. 
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approximately S1.87S biliioa TMs amount exceeds the highest of ^ net present vaiuations of 
USEC if tt were to eontimte to apaats as a government cotpoiatioa 

According^, to our knowledge, no event or condition has occurred since June 28, 1^8, that 
would cause us to change our assMsment that the Board's conclusion that privatiation through 
the OBeting will result in a mum to the United States at least equal to the net present value of 
the Corporation, is supported by the evidence and in accordance with the requirements of the 
Atomic Energy Act of 1954, as amended 

|2) I*rivatizatioB araugh the Offering wDl not result in the Corporatioa being owned, 
cootrdled, or dominated by an alico. a foreign corporation, or a foreign 
government. 

We have reviewed the certificate of incorporation for each of the Delaware corporations being 
formed in connection with the privatization,'' and have confintcd that each such documem 
includes the restrictions on foreign ownership and control described in the June Memorandum. 

To our knowi^e, no event or condition has occurred since June 28, 1 998, that would cause us 
to change our msessment that the Board’s conclusion that privatization through the Offerii^ will 
no: result in the Corporation being owned, controlled, or dominated by an alien, a fiire^n 
corporation, or a foreign government, is supported by the evidence and in accordance with the 
requirements of the Alomie Energy Act of 19S4, as amended. 

(3) Privatization through the Offering will not be inimical to the health and safety of 
the public or the common defense and security. 


On July 9. 1998, NRC informed Treasury that a pre^ecisional memorandum discussing USEC 
was inap^opriately released in NRC’s public document room. We understand that the 
memorandum included a recommendation that USEC receive a “poor performance” rating for the 
Portsmouth, Ohio gaseous difiusion plant. NRC’s Office of General Counsel stated that the pre- 
decisional memorandum was subsequently removed from the public document room, and NRC 
has asked that Tresuiy not consider this memorandum as an official or final position.'’ OiJu^ 
16^ 1998, NRC, in a separate matter, announced a proposed fine against USEC due to tUleged 
inadequacies in USEC's maintenance and testing program for safety-related valves at the 
Portsnwuth, Ohio plant. 


'' HwiBceamraHtmllSECIrK.. rhBhaUinswniaeny vhoae stack is teisg fold ia the |KdBik;UiutadStki«s 
Enriftfa ft e rtf mi USEC Servicoi Coepenuon. 

Ex&ibit&. LiOar. July 9. !998. {to MaJc»ini R. Knapp. Acting X>ucctoroflhe OCrNBoTNuclev 
Malmil Snfi^y and Saileguarda. 
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Prior to the etablishment of US£C as a govermnem corporation, the operation of the gaseous 
division plants ^ DOE was not subject to NRC regulatory oversight. As described in the June 
Memoraitdum, USEC has taken measures to upgrade the plants to meet NRC regulatory concerns 
and must contirrue to address NRC concerns after privalizatioa We understand that the proposed 
fine described above is coraistertt with actions taken NRC gainst USEC in the past, as 
dscribed in the Registration Statement. The possible rating of “poor paformance” appears to be 
substantively different ftoffi prior NRC actions. Because the memorandum is pre-decisional attd 
does not represent an official deeiskm by NRC, however, Skadden Arps and USEC managemers 
have detetinined that there is no obligation to disclose the infotmation in the Registration 
Statement. While the continuing issues with the operation of the Portsmouth, Ohio plam are 
problematic, we have no reason to e xp e c t that privatization will resuh in reduced attention to 
regulatory compUanee matters, end vue have no reason to question the aialiiy of NRC to 
adequately regulate USEC after (urvatization. NRC has not reeommettded that we delay the 
privatization based on thoe &ctors 

Common De fense and Securitv 

Subsequent to diir June 28, 1998, decision to proceed with the Oftering. the Administrstion has 
received a number of expressions of concern regarding national security aspects of the 
privatization. Some have expressed concerns about the possible aftecr of USEC’s projected 
uranium sales on the agreement now being negotiated between Russia and western companies to 
sell Russia’s natural uranium. Some have also questioned whether USEC’s commerciai interests 
may be in conflict vnth its role as Executive Agent under the Russian HEU Agreement'* These 
issues have been discussed by the interagency groups since the initiation of the privatization 
process in 199S. In response to heightened concern with these issues, consultations took place 
over the Ust month among senior officials of Treasury, the Office of the Vice President, the 
National Security Council CNSC”), the Council of Economic Advisers, the National Economic 
Council, the Deparment of State fOOS"), DOE. and 0MB. On July 21, 1998, USEC providetf 
DOS with written clarificaiions of its policies and plans with respect to completed sales of natural 
uranium, an elaboration of its statements'made in die Registration Statement of its intent to sell 
natural uranium, and its views on the importance of remaining the Executive Agent for the 
Russian HEU Agreement" On July 20, 1 998. senior Administration officials met with Senator 
Domenici to discuss these issues We understand that cm July 22. 1998, Samuel R. Berger, 


" Exhibit 9. Lanxrdtffid June 26. 1991. ben ScaalxrPelc V. Dcnieiucile Sandy Berger. Lenar dalod inly 16, 
1998, 6nel Major Goggaol Wilhro Bums. ‘IbaMxi NetC John P. Holdrcn. oad Graham T. AIUiob lo P reoident CUalon. Leller 
deled Jidy 26, 1998. bam Senator Onnieniei to Acting Seamaty Eiizibelh Molcr. Laen Fuenh. Lany Stem, iim Slantof end 
Jeibua Gotboian. 

The Eahdgnmt OwxigKt CotnoaiBce. ebaped by Ihe HSC. mn on hdy 2 and 16, 1998. Ob July 17 aad 20, 
l99e.dieHSCDepiiiaathaifndtninaeiaHuanthaU5ECpriiializaueD. Onluly20. l998.tapiaiaiilptiveib«athaNSC 
Deputiex net unlb Senator Danieaid. 

'* Exhibit 11. iatterdxled Juiy21, 1998. ban USEC C faii niMn William Rainer and Prerident xnd CEO Tiaifaen 
to Adinf Under Scereiaiy Hohan. 
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A$$istant to die President for Nstional Security AStirs. sdvised President Clinton that, 
notwithstanding the national aaonity issues nised. the privetitaiiiui of USEC should proceed 
Additionally, OOS has infbnned us that it concurs with Mr. Berger. 

Accordingly, to our knowledge, no evens or condition has occurred since June 28, 1998, that 
would cause us to change our assessment that the Board's conclusion that privatization through 
the Offering wdl not be immical to the health and safety of the public or the common defense and 
security, is supported the evidence and in accordance with the f«;uirenients of the Alondc 

Energy Act of I9S4, as amended. 

(4) Privatizatiaa through the Offering will provide reasoaabie assurance that 

adequate rarichmesit capacity will remain available to meet the demands of the 
domestic electric utility industry. 

To our knoudedge, no event or condition has occurred since June 28, 1998, that would cause us 
to charge our assessment that the Board's conclusion that pnvatization through the Oaring will 
provide reasonable assurance that adequate enrichment capaeny will renoain available to meet the 
demands of the domestic electric utility industry, is supported by the evidence and in accordance 
with the requirements of the Atomic Energy Act of 1 9S4, as amended. 

Requirements of the USEC Privatization Act 

Under tiw USEC Privatization Act, the Board is required to determine, with the Secretary’s 
approval, that privatization will satisfy the following statutory criteria. 

(1) Privatization through the Offering will provide for the long-term viability of the 
Corpora tioB. 

To our knowledge no event or condition has occurred since June 28,-1998. that would cause us to 
change our assessment that (i) as compared to the Carlyle Consonium proposal the Offering will 
provide superior assurance of the long-term viability of the private corporation and (ii) the 
Board’s conclusion with respect to the long-tom viability of the corporation is appropriate and in 
accordance with the requirements of the USEC Privatization Act 

(2) Frivatizatmn through the Offering will provide for the continued operation of 
DOE’S gaseous diffusion plants. 

The Offering s likely to result in the reduction of 600 jobs, 100 jobs through ettrition, at the 
gaseous diffusion plants operated by USEC in Paducah. Kentucky and Portsmouth, Ohio over the 
next two fUcal years. USEC has entered into two agreemenis with the DOE to ameliorate the 
effect of staff reductions. Under the first agreement. DOE will assume responsibility for a certain 
amount iff depli^ utanium generated by the privatized coiiqiany for a payment of SSO million 
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fi-om USEC's pre-privatization {unds. DOE wil! apply thoe funds through its ‘Wric for others" 
program for two purposes. First. DOE will uutiate research and development for the 
^tabhshmemofa&ciiityto treat the depietsi uranium. If eonsmuted the new facility vwould 
ocate a sigm&aia riundwofjobs. Second, DOE wiU ot^riish a canister tiBiitter^ice program 
to erduBKC the protetiioii of the depicted taanium. DOE has stated hs intention to give hiring 
iseferenees mder its canister naimenancc |»ogram to qu^ed USEC workers thtt are a&i3ed 
the staff reduetiom. Ursder the se^nd agreement to ameliorate the efiect of job reduabns. 
is provide^ ceitam worker transition assstaisce bene&s using S20 million from USEC’s 
pre-privatiz^ion funds. 

The disposition of depleted ursuiium is also addressed by legislation unanimously adopted by the 
Senate on July 16, 1^, and adopted by the House on July 20, 1998. We expect that the 
legislation will be signed into law pnor to the closing date. The legislation will set aside 
approximately S385 million from USEC’s revenue account and will direct DOE to prepare, by 
fiscal year 2000, a plan br applying these funds to the disposal of depleted uranium and the 
construction of onsite disposal facilities at each of the gaseous diSiision plants operated by 
USEC," 

On June 27, I99S, USEC entered into a letter agreement with Treasury in which it agreed that, in 
the event of the Offering, it vrauld contractually commit to operate the gaseous difiusisn plants 
until January 1, 20QS, unless a significant event occurs that could threaten USEC's viability or the 
maintenance of a reliable domestic eruichment industry, By a letter to Treasury dated July 1 0, 
199S, USEC clarified some of the exceptions to its obligation to operate the plants, and provided 
assurance dial current projections do not anucipate the occurrence of events that would allow plant 
closings under these exceptions.^ The provisions of the Agree me nt Regarding Post-Closing 
Conduct relating to the gaseous diffusion plants were revised to reflect USEC’s clarificatian, and 
this Agreement was signed on July 14, 1998.” 

According^, to our knowledge, no event or condition has occuired since June 28, 1998, that 
would cause us to change our assessment that (i) as compared to the Carlyle Consortium 
proposal, the OSenng will provrde superior assurance of the continued operation of the gaseous 
diffusion plants, and (ii) the Board's conclusion with respect to continued operation of the plants 
is appropriate and in accordance with the requirements of the USEC Privatization Aa 


Cmtreas' adiw h eigsettive of widojjaxaS Kippnt for piivalizatioa 

^ Exhihil 12. teuer dated July 10, 199B. Pwa WiPian J. Rainer and William H. Timbm, Jr. to Gaiy Censler. 
and analyaia provided by USSC nalT 


Bxlubit 13. ApeoEBenl Repaidins PoclXlaeins Conducl, dated July 14, 199S. 
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(3) PrivatBstion throngb the Onieriog wiU provide for the protection of tbe pnbiic 
interest in maintaining a reliable and economical domestic source of uraninm 
raining, eDricbment and conversion services and industries. 

As noted above, USEC will have approximately 75 million pounds of natural uranium in its 
inventory. We note, howeviff, that the worldu^e annual demand br natural uranium is 
approximately 160 miUion pounds and that, as discussed ibove in connection with the statutoty 
enterion related to national security, USEC has srated its intnttion to seD its natural umsuum 
gradually into the maricet.” 

According^, to our knowledge, no event or condition has oconred since June 28, 1998, that 
would cau» us to diraige our assessment that (i) as compared to the Carlyle Consortium 
proposal, the Offering will provide superior assurance of protecting the public interest in 
maintaining a reliable and eeoixrmical domestic source of uranium mining, enrichment and 
conversion services, and (ii) the Board's conclusion with respect to this statutory criterion is 
appropriate and in accordance with the requirements of the USEC Privatiz^on Act. 


^ Hxiljyit 15. ZSnltSumiiwy oTKey AlpecuarUw Nuclear Fuel ladusey, dated July 20, 19^. Fnperaawtdt 
tlw rerhn i c a l uaistaea uTBulip G. Sewell, USEC Vice PresiCeBl. Cnpotulc DevdepoMeL 
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(4) To the extent eoDsistent with the other itatutory provisions, privatizstioe through 
the Ofiering will provide the maximum proceeds to the United States. 

As discussed above, the net privaization proceeds, inciuding the net Debt Proceeds, are 
approximately SI. 873 tnUioa This amount is approximately the same as the amount of SI. 877 
billion, estimated by J.P. Morgan as the net proceeds of the Carlyle CotBortium proposal (wtthout 
giving effect to the six-yar SlOO million escrow that would be established under the proposal).^ 
However, as noted in the June Memorandum, there are significant differences in the non-price 
statutory criteria between the two proposals 

Accordingly, to our knowledge, no evara or condition has oceutred since June 28, 1998, that 
would cause us to change our assessment that (i) the Offering will, in a manner consistent with the 
principles set forth in Section 3 103(a) of the USEC Phvatiation Act, provide the maxknum 
proceeds to the United States, (ii) the Board’s conclusions vuith respect to this criterion are 
appropriate and in accordance with the requiremenls of the USEC Privatization Act, and (iii) the 
Secretary should determine, pursuant to Section 3 1 03(c) of the USEC Privati^ion Act, that the 
Ofiering will provide the maximum proceeds to the Treasury consistent with the principles set 
forth in Section 3 103(a]. 


As ditraiicH above, USEC‘f pc«>pnveb 2 aUen fwids are net considered as p mcoe di of privatizatian. 
Acoerdiogiy. ibe S70 milikm ohiigaffri by USEC (rom Uieae finds in Goaneedan with agreemeMs with DOE regarding dqileted 
UFg and e«dcer assistance do not aHect Ibe cakaiation of proceeds. 
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DEPARTMENT OF THE TREASURY 
wA^meroN 


ASSISTANT SECRETARY 


The Honorable Tom Bliley 
Chairman 

Committ^ on Commerce 
U.S. House of Representatives 
Washington, DC 205 1 5 

Dear Mr. Chairman: 

In recent discussions with Under Secretary Gary Gensler, House Committee on Commerce (the 
Committee) staff requested that die Treasury Department provide the Committee with certain 
information concerning the privatization of the United States Enrichment Corporation (USEC), 
This letter responds to that request. 

Specifically, Committee staff asked Treasury to provide the following information: (1) the fees 
charged by financial intermediaries for the USEC initial public offering (IPO) compared with the 
fees that would have been charged if there had been a merger or acquisition (M&.^.), and (2) 
Treasury’s examination of separative work units (SWU) price volatility and its effects on 
USEC’s viability and ability to serve as the U.S. Government’s Executive Agent. 

In response to your first request, the enclosed chart provides a comparison between IPO fees and 
M&A fees. In response to your second request, we conducted a search of our records for 
relevant information. We were unable to locate any documents containing analyses of SWU 
price volatility and its effects on USEC, and none of the current Treasury employees we 
questioned regarding SWU price analysis work recalled panicipating in any such efforts. We 
were infonned that Peter Necheles (a former policy advisor at the Treasury Department) recalled 
having several discussions with Department of Energy staff concerning the effects of SWU price 
scenarios on USEC’s willingness to continue to serve as Executive Agent, but we have not found 
any written accounts of such discussions in our files. 

Please do not hesitate to contact me if you have further questions concerning this matter. 



Assistant Secretary 

(Legislative Affairs and Public Liaison) 


Enclosure 
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im 


Entity 

Morgan Stanley (Lead Manager) 
Merrill Lynch (Co-Lead Manager) 
Syndicate of Underwriters 
Total Underwriting Fees 

J.P. Morgan (Financial Advisor) 

M&A 


Fee * 

4.8 million 
4.8 million 

32,6 million (cibv ^ 
$42.3 million^ 

$11.8 million 


Entity Fee "^ 

Morgan Stanley (Transaction Manager) $ 7.6 million 
J.P. Morgan (Financial Advisor) SI 1 .5 million 


’ This chan does not contain a compansoa of legal fees. The law firms involved charged hourly rates. It is 
therefore impossible to determine the legal fees for an M&A that did not occur. On its Form S-1 (filed with the 
Securities and Exchange Commission), USEC reported $2.1 million in legal fees and expenses directly attributable 
to the IPO. Legal fees for pre-pnvatizarion work tiiat was not directly attributable to the IPO. however, are not 
publicly available. 

^ The untterwriting fees are based on a 2.97% discount of the total proceeds received from the public, prorated io 
reflect each underwriter’s proportion of shares purchased. A total of 100 million shares were sold to the public at 
$14.25 per share. Morgan Stanley may have received fees exceeding $4.8 million (S4.8 million was computed 
based on the prospectus), but its net fees were effectively reduced by a $2 million ’‘rebate” payment to Treasury. 

J.P, Morgan’s fee for its role as financial advisor was paid from USEC’s cash balances, not out of the IPO proceeds. 
J.P. Morgan’s fee includes payments received over a 3-year period and a success fee received at the time the IPO 
was completed. 

^ Due to rounding, the amounts shown actually add to $42.2 million, but $42.3 million was the actual total amount. 

* Morgan Stanley’s M&A fee would have been computed by multiplying 0.4% by $1.9 billion, which was the 
Carlyle Consortium’s bid price. J.P. Morgan's fee for its role as financial advisor would have been paid from 
USEC’s cash balances, not out of the proceeds from the M&A. 
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PROSPECTUS 

100,000,000 Shares 

USEC Inc. 

COMMON STOCK 


Of the 100,000.000 tharea of common stock (the “Sharea”} offered hereby, 90,000,000 Shara are being offered initially in the United 
States by the U.S. Underuirilers and 10,000,000 Shares are beingoffered initially oiuaide the United States and u> foreign persons by the 
Intematianal Underwriters. See “Underwriters.” AU of the 100,000,000 Shares of USEC Inc. (the “(^mpany’'. or “USEC”) 
offered hereby are being offered and sold by the L/ottcrf States Cooernisient ^lAe “U.S. Government”), which is telling iu entire 
interest in the Company. See “Selling Stockholder. ” The (^mpany «ei{( not receive any of the praceedafrom the sale of the 
Shares by the U.S. Government: however, the Compaay ieiU receive the proceeds, if any, received os a result of the 
exercise of an over-aliotTnent option granted by the Cso^hu^ Io the U.S. Underwriters. Any proceeds received by 
the Company as a result of the exercise ofAe over-allotment option will be used to reduce indebtedness of 
the Company and for general corporate purposes. Rrior to this offering, there has been no public 
market for the common stock of the (Company (the ''(2omtaon Stock"). See “Underwriters” for a 
discussion of the fetors considered in determining the initial pubiic offering price. 

The Shares have been approved for listittg on die New \ork Stock Exchange under the symbol “USU , " 
sut^'ect to offeial notice of iseuance. 

The Company's Certificate of Incorporation sets forth significatu restrictions on foreign ownership of shares- 
See “Description of Gipital Stock — Foreign Ownership Resirietiotsa . " 

SEE “RISK FACTORS" BEGINNING ON PAGE 12 FOR INFORMATION THAT SHOULD BE 
CONSIDERED BY PROSPECTIVE INVESTORS. 


THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND 
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE 
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION 
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY 
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 


PRICE $14^4 A SHARE 

Underwriting 

Price to Discounis and Proceeds to 

Public Commissions ( 1 ) U.S. Govemment(2) 


Per Share SU-SSOOO $0.W22 S13.82678 

TotaUJ) $1425,000,000 $42,322,000 $1,382,678,000 


(li The i'nntpa.np. after the Privatization (as deiUied below), has agreed to indemnify the ('ndenvriters aiains! tt/rtttiii 
UabilitUs. including liabilities under the Securities .let nf 1933. as amended. The U.S. Government will not provide any 
(ndemnijication to the Underwriters and Ike U.S. Gocernment will have no liability under the Securities Jet of 11)33, its 
amemUd. See “USEC /'orrriatioN and Privatization — Certain Restrictions in Connection with the Privatization.” 

(3) Before deduoting expenses estimated at S5.3 million to be paid out of the Company’s account at the V.S. Department of the 
Treasury (the ‘T.S. Treasury"). 

(3) The Company has granted the U.S. Underwriters an option, exercisable within 30 days of the date hereof, to purchase up to 
an aggregate of 10.000.000 additional shares of Common Stock at the price to public, less undencritin^ discounts and 
comimssicns. for the purpose of covering over-allotments, if any. If the over-allotment option is exercised tn full, the total 
price to public, and underwriting discounts and eommieeione will be S'l. SCI. 600. 000 and i46.SS4.300, reapectively. The 
proceeds to t'.S. Government will not change by any such exercise, but if the over-allotment option ie exercised in full, the 
Company will receive proceeds in the amount of ii3S.3S7.800. See “Underwriters.'' 


MOR GAN STANLE V DEAN WITTER MERRILL L YNCH * CO. 

Global Coordiaator Co-Global Coordinator 

J.P. MORGAN CO. 

Fiaaaciai Advisor 

The Shares are offered, subject to prior sale, when, as and if accepted by the Underwriters named 
herein, and subject to the approval of certain le^al matters by Davis Polk ^ Wardwell, counsel for 
the Underwriters. It is expected that delivery of the Shares wiUbe made on or about July 28, 1998 at 
the office of Morgan Stanley 4" Co. Incorporated, yew York, M.Y., against payment therefor in 
immediately available funds. 

MORGAN STANLEY DEAN WITTER MERRILL LYNCH & CO. 

M. R. SEAL <t COMPANY 

JANNEY MONTGOMERY SCOTT INC. 

LEHMAN BROTHERS 

PRUDENTIAL SECURITIES INCORPORATED 
SALOMON SMITH BARNEY 


July ZS, 1998 
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UNDERWRITERS 

Under the terms and subject to the conditions in an Underwriting Agreement dated the date hereof {the 
“Underwriting Agreement"), the U.S. Underwriters named below, for whom Morgan Stanley & Co. 
Incorporated. Merrill Lynch, Pierce, Fenner & Smith Incorporated, M. R. Beal & Company, Janney 
Montgomery Scott Inc., Lehman Brothers Inc., Prudential Securities Incorporated and Smith Barney Inc. arc 
acting as U.S. Representatives, and the International Underwriter? named below, for whom Morgan Stanley & 
Co. International Limited. Merrill Lynch International, M. R. Beal & Company, Janney Montgomery Scott 
Inc.. Lehman Brothers International (Europe). Prudential-Bache Securities (U.K.) Inc. and Smith Barney 
Inc. are acting as International Representatives, have severally agreed to purchase, and the U.S, Government 
has agreed to sell to them, severally, the respective number of Shares set forth opposite the names of such 
Underwriters below: 

Number of 

Name Shares 


U.S. Underwriters; 

Morgan Stanley & Co. Incorporated 9,177,893 

Merrill Lynch. Pierce, Fenner & Smith 

Incorporated 9,177,892 

M.R. Beal & Company 4.588,843 

Janney Montgomery Scott Inc 4.588.843 

Lehman Brothers Inc 4.588,843 

Prudential Securities Incorporated 4.588,843 

Smith Barney Inc 4.588,843 

Advest, Inc 800,000 

Robert W. Baird & Co. Incorporated 800,000 

Bear. Steams & Co. Inc 1,650,000 

William Blair & Company. L.L.C 800,000 

Blaylock & Partners, L.P 1,650,000 

J.C. Bradford & Co 800,000 

BT Alex. Brown Incorporated 1.650.000 

Chatsworth Securities LLC 225,000 

CIBC Oppenheimer Corp 1.650.000 

Credit Suisse First Boston Corporation U650.000 

Doft & Co., Inc 225.000 

Doley Securities, Inc 225,000 

Donaldson, Lufkin & Jenretie Securities Corporation 1,650.000 

A.G. Edwards & Sons, Inc 1,650,000 

EVEREN Securities. Inc 800.000 

Ferris. Baker Watts. Incorporated 225.000 

Fifth Third/The Ohio Company 800.000 

First of Michigan Corporation 800.000 

Friedman, Billings. Ramsey & Co.. Inc 800,000 

Goldman, Sachs & Co 1.650,000 

Guzman & Company 800,000 

Hambrecht & Quist LLC 1,650.000 

J.J.B. Hilliard, W.L. Lyons. Inc 225.000 

ING Baring Furman Selz LLC 1,650,000 

Intersiatc/Johnson Lane Corporation 800,000 

Edward D. Jones & Co., L.P 800,000 

Legg Mason Wood Walker. Incorporated 800,000 

McDonald & Company Securities. Inc 800,000 

Morgan Keegan & Company. Inc 800,000 

NationsBanc Montgomery Securities. Inc 1,650,000 

Needham & Company, Inc 800,000 
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Number &{ 

Natae Shares 


Nesbitt Bums Secaritics Inc 800,000 

Omes Capital Markets, Inc 225.000 

PaineWel^er incorporated 1,650,000 

Parker/Huntcr Incorporated 225,000 

Pryor, McClendon, Counts & Co., Inc 800.000 

Raymond James & Associates, Inc 800,000 

The Robinson-Humphrey Company, LLC 800,000 

Samuel A. Ramiiez & Co. Inc 225,0(X5 

Schroder & Co. Inc. 1,650, (XK) 

Scott & Stringfellow, Inc 800,000 

SG Cowen Securities Corporation 1 .650.000 

Muriel Siebert & Co., Inc 1 .650.000 

Stephens Inc 800,000 

Sturdivant & Co. Inc 225,000 

Sutro & Co. Incorporated 800,000 

Utcndahl Capital Partners, L.P 1,650,000 

Wasserstein Perelia Securities, Inc 1,650,000 

Wheat Firet Securities, Inc 800,000 

The Williams Capital Group, L.P. 225,0(K) 

Subtotal 90,0(X).000 


International Underwriters: 

Moj]gan Stanley & Co. International Limited 2.250,000 

Merrill Lynch International 2,250,000 

M.R. Beal & Company 1,100.000 

Janney Montgomery Scott Inc. 1,100.000 

Lehman Brothers International (Europe) 1.100.000 

Prudential-Bachc Securities (U.K.) Inc 1.100,000 

Smith Barney Inc. 1.100,000 

Subtolai.. 10,000.000 

Total 100,000,000 


The U.S. Underwriters and the IniemationaJ Underwriters, and the U.S. Representatives and the 
International Representatives, are collectively referred to as the “Underwriters" and the “Representatives," 
respectively. For purposes of the information set forth under this section, the term “Shares" refers to shares of 
common stock of United States Enrichment Corporation, a Delaware corporation, prior to the consummation 
of the Holding Company Merger, and shares of common stock of USEC Inc. immediately Following 
consummation of the Holding Company Merger. The Underwriting Agreement provides that the obligations 
of the several Underwriters to pay for and accept delivery of the Shares offered hereby arc subject to the 
aj^rova) of certain legal matters by their counsel and to cenain other conditions. The Underwriters are 
obligated to take and pay for all the Shares ofTeied hereby (other than those covered by the U.S. 
Underwriters’ over-allotment option described below) if any such Shares are taken. 

Pursuant to the Agreement Between U.S. and International Underwriters, each U.S. Underwriter has 
represented and agreed that, with certain exceptions, (a) it is not purchasing any Shares (as defined below) 
for the account of anyone other than a United Stales Person (as defined below) and (b) it has not offered or 
sold, and will not offer or sell, directly or indirectly, any Shares or distribute any prospectus relating to the 
Shares outside the United States or to anyone other than a United States Person. Pursuant to the Agreement 
Between U.S. and Inieraational Underwriters, each International Underwriter has represented and agreed 
that, with certain exceptions, (a) it is not purchasii^ any Shares for the account of any United States Pereon 
and (b) it has not offered or sold, and will not offer or sell, ttircclly or indirectly, any Shares or distribute any 
prospectus relating to tire Shares within the United States or to any United States Person. With respect to any 
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1998-SE-007385 


(COPY)"^^ 

^ Pm: 



The Seeritafy of Energy 
Washtnston, DC 20565 
June 18. 1998 


Fys-' 


The Honorable Kobat Rubin 
Secreuffy of the TreaMsury 
Wa^angjoa, D.C. 20220 

Deaf Secretary' Ralnn; 


On July 25. 1997. the Presdenl approved a genen! plan for the privstiaanon of the UninKl States 
Enrichment CorporatiQn (USEC). In furthemu:e of that plan, on May 7, 1998, the Tiaasuiy 
GenersJ Counsel and the Asutunt Seeretaiy for Financial h^eu asked the De partmen t of 
Energy (DOE) and otho' agencies to provide dieir ophuon on the extent to whitii several 
poteatisJ transactions would meet ecrtetn statutofy o^eetives for the privatuation aajuMibtft in 
the USEC Privatjaation Act (42 US.C. 2297h-l and 2297h-2). 


■Hte OepartTRHtt of the Treasury has asked the D^artment ofEassy’s t^iniem on wfeefeer file 
proposed Initial public oSering (TPO) provides for fi» tong-tera virility of the Corpmvton, the 
confinued operation of ihe gaseous diffusion plants, and the protection of the public interest ia 
mamtaining a rdiable and economical domestic source of uranium mining, enrichment and 
conversion services (42 U.S.C. 2297h.1(a); 42 U.S.C. 2297h-2(b)). 

The Department of Energy has reviewed the materia! {»ovided by USEC. which includes its 
strategic pian, a letter from Standard & Poor’s urhh a prehminary credit rating, ns draft S-l 
regisiratior} statement for the Securities and Exchange Commission, its marketing and sales 
report, and a draft agreement with Treasury r^arding USEC’s post'^oring conduct. Based t^wn 
an analysis of these maicrials and DOE's knowledge of USEC's operations and the imclear ftiel 
cycle industry, DOE has concluded that the initial pubBc offering (IPO) proposal satisfies the 
stawtoiy objectives for privatization of USEC. The basis for DOE's detennination is pt^oMded in 
the enclosure 


Our two agencies, along with others, have worked long and hard to effect the privatization oftthe 
uranium enrichment enterprise since USEC first submitted its pian for privatization to fiie 
President in June 1995. We took forward to woridng with you to bring about hs successful 
conclusion. 

Sincerely. 

Ql 

Federico 


Endosurc 



56 


COMTAINS PROPRIETARY INFORMATION 


£adoiare 

SO£*$ pcopesed sssld publte aSeriag satisfies the soXBOory objectives 

Yg gawjjftg leag-^a visblH^ offise C o^ >cr » tioa, ^ cosofioeii epemiBm of ^seom 

£5bston plaa^ ai^ ^ ^ictaioa of the pohlic i at ere s t is iMin t a m iag ■ relu^ie sad eeoxK>akai 
<to mi>«tie source of uraaitsn niituag, esriehxaent B&d conversion services is based i^kjq i^e 
follovring: 

Tbe IPO parspoiai satisfies fite stannory objective for loi$ tenn viabiliQ' of the eoiperation, as 
evideseed 

• AstnEt^icpksvddshvrould,uposimplemenucd^patfiiecon30t«U&a^a^ 
&venble position to lemain m major low cost aad idiable provider of wamum 
etiriehn^ services to the worid market, via a plan to caati&ue operatiag dse 
gaseous diffusion plants (GDPs) tsstil the atomic vapor isotope separation 
(AVLIS) technology is fiijiy de^yed. 

• A five year track recerd by maoegefflent of successfiUly operattr^ the U.S. 
enrichment emetprise, including opeisting the GDPs end serving as Executive 
Agent for in^lementatioo of the U.S./ Russia Highly Enriched Uranium 
Agreement. 


9 A dononstrated ability to successfully ne^dale and Mfill new ar^ t^daU^d 
contracts o provide esrichmeet s erv i ces m both foreign and domestic titilities. 

• A finandng plan that has obtained a.pieliminary BBB-t- investment grade credit 
rating fiotn Standard & Poor’s. 

The IPO proposal satisfies the statutory objective for maintaining a reliable and economical 
(temestic industry, as evidenced by: 

• A strategic plan that includes a commitment to deploy the AVLIS technology 
^ch. if successful, would enable the corporation to lemain a major low cost and 
reliable prouder of enrichment services in the world in^et 

• A five year track record of aggressively seeking and obtaining enrichment 
customer eontracis extendiag through 2D09. 

• A five year track record of iroprovina operations and cost effectiveness of the 
GDPs. 

• A firtancing plan that has obtained a prelininaiy investment grade credit 
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COPtTAINS PROPRIETARY UOTORMATION 


rating from Standard & Poor’s. 

The IPO-proposal tatiirfitg die statumy objective for coruisued operation of the CH3Ps, a$ 
evidenced by: 


• A backlog of eaiiehsie&t contracts whh utility customers that can only be satisfied 
by operation of the ODPs undl at least 2003. 

• A eontiaetual commitment to keep both GDPs operating dirough at least January 
1.2005, 

• A snategie plan that conteoqilatesoperatiosoftfae GDPs at least umilAVUS 
becomes fully operational. 

• A strategic plan that includes substantial on*gomg capital and maintenance 
e:q>enditnres at die GDPs, which would allow the GDPs to remain competitive 
w^l into the 21 st century. (This assumes new economic power contracts can be 
negodated, v^eh the trend toward retail competition should facilitate.) 

• A five year track record of operanonal improvements at the GDPs. 

Although DOE’S overall position is that the IPO satisfies the statutory objectives for the areas of 
our special ei^iertlse, DOE makes the following general observations: 

e The c u rr en t USEC organiaation has only been in existence for five years. 

Although USEC’s track record is good, five years is not a long period upon which 
to base an assessment of long term viability. 

e The current Board of Directors will be replaced by a new board following 

phvatizatioiL The new board could relate eurresi management or modify the 
strategic or financial plans. 

• The deployment of the AVLIS technology involves a degree of risk. 

• If USEC were unable to renegotiate power contracts as favorable as the current 
contracts scheduled to expire in 2005 and fail to implement AVLIS in a timely 
maimer, then production costs would tnertase and consequently challenge the 
loi^ term viability of the coiporatioiL 
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le, 1998 

tie at &s Utiiud Stttai 

tteini&eHoas! 

WsshaigaatJC SSSOO 

OcarMr.Pitsta: 

CiiotmstaBces iiam duagcd sace you tpproved tbs priviteiioB of te t7.S. 




fotm^fy ^ ptmAggeafSOO fgms of highly enriehftd anaium (HEIfl fiom dlsaaa^ad Sfcttaaa 
sz^dear-wespoBS. Weare«tit^t« u:geyw>»p«ti»pd vi!MA aataicfIJS^^i»IAoBaaaln- 
aationil seosRQr mie«7 eaa be coadueted, taidng the new m»l£e£ c(»ail6oiis isto aeesiist 

Two ixuyor ^lageiia areuxofuaces haveocctfrad smcepiivitisst^ improved, e^ur ofwiadi 
eoaldbsaxci^afiiayggSthftBEPpuidaRagregngtt. Pixst, It has bees reveled ^atlTSECItss 
ta» of snSioBS 6? penxi&ds siare undum than wu prevseu^ 3»l pism to siS tlK 

taatotasaiaseigwgaitaaesthenteenvaioflediPthetJgCpnvsfea^alfgslatlffin,, Huswifi 
k VQ^ ££euh jfer to aoifeet the natunl unusum ctm^tHwst o£the bleRiled^o«n3 BHU 


s^i^nets ilraidy hi pbtee), laebSity to sell this unaiuas eoold d^irive the Bussbn 

of ^EixV a HUioa d^Urs in luud eutrenc)' iacoxne over the next five years, giviog 
teuiessevayrau»a to broUcofftheagreemen (as ^ 1 ^ have repeated^ tbrntoed to do over 
pmUms with the pm^base of the nstunl tffaatusi eoi^nemm the past). A USEC ^ rmM 
gov«z8neat>oiini£d, however, could be dxrested to edl hs untnium eta rate that did not mterScR wth 
the purchase sfpeeenest, as was aivigoned in the origcal pri vat toa gion legislaaoa, 

Seeosid, the price m^cBridnsest servi»has dilten, to roughly the phceat wiuehUSECbas 
cos&aet^ to purchase the emiehenest eoxi^neot of the Ueaded-dowaHEU xaataial fiom 
Runia. Rrivadzattan was approved with the idea that altbou^ the U.S. government would no 
toaiper have &ea control over USEC, h vrauid be able to convince XJScC to cany out dtt 
govgnamect*s natioaal aeagtqr objective in the l^U deal by holding oot the threat that if h did 
aot» the govemmeatwnilddeagsate another &m as cxecutxvt agent Ear the deal, and that finn 
would eonq>ese agahut USEC. Although iaiplemeitting the HEU dial reduced USEC's profit 
xaarspns. the argtnseitt went; the sac&oiiwt to avoid citotpetificn from another firm acting a^ 
esecutzve agent was strong eaou^ to keep the deal moving. t hf ^ ¥ g«wrjwfti»pt prices has 
c ot a pletri y pollad the teeth from toat threat: now, no otiser firm could make a profit purebaong 
maserial firm the Ruanaas at roughly toe same price for whkm st co;dd be sdd on the ma^^cet. 
saddle a g a inst USBC's enonneus market power (and ability to produce at easts 

bdow toe market price). Even if a te&^>oraiy fix tor toe urasium component can be finuid, fids 
fimdasMStal pnbieai with the cuktoiea: componeat vdll sdS pose a saious threat to the tonne 
^ toe HEU pmime: Beet, too, toe U.S. gov«ramcni*s epdons tor addrestotg the issue are fer 
broader ITUSEC remains a govemineat'Cwned »:porarton tout if it becomes a fiiBy private firm. 
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We coamBHi jna &■' estaiiBd^ te Bmchmisi Owagia Comatee in Jfoir «der 26 

i£^yta. Wtr ec o nBnemi aByoafeegtiiitpnvifagoBiieael^eJiiaffl&eSaadaBeai 
Ove^u Canmatue cm eeordiiate <a BHie^ re«^ of tiK dunged iiq»^ of iaivitBin'a& on 

fW. ngrr purdme e gr e miM l t gieen thege mg mericB am img e n c ei, xnA milm neeneiniia^itrifmt 

to^tstO'c^aliecpamiizstonEBiram^TT.S.imieailwai^iistacsL Contmittce 
eonid aim reviev dK apiioas mdakle ta tbe govaramt to miiatA ssooA speniion of the 
3E0 piirctait igreetsegt jfCTSBC temma e govasment-onnBd cotpondon, ortfitis 
piivstized, iHcnringtade-hp^uIscaa^iuucs. Suehaddeynouldeleoavoulthepotaitiel 
isqaet on US.-IUas>aii tdadost of die aaicct ichedule; aaiter teUdi IISEC wndd teputediS' he 
piit^taed, thetehy imdemasiiig projects for a mqcr sonree of ocome to ttuaiia, just be&ie 
1/100 Ftesdem Om meets edth BsasdsnJPiii&e Minister Srieako m Moscow. 

TJhder oidum; ascumsama, piivadaaiiaa of gavemmeot opetsiaiis pesfomuig private surlcet 
dtnciitosishi^ilirdesita^ !a the pnansttritaarion, however, vwbsSeve that a a^ciricud 
sec mi s y ia it i srive of die 17.S. govtsament camot ho ie& sok^m the hands ofa^ivarizedfina 
htmai to ia ih a rehoMer s to pursue only theif private geia. We utge you to talcs actios b the fiiw 
reaahaiig he&ie privaticarian takes place to osute that pour AdmifflilTetian’t nariosal 
securiQr otgectiva are £iUy psotecsett. 

SespeetfiiQy, 

S'-- 

Maj. Gen. WaUamF. Buna (aSA,IljeL) ThoinasL.Netf 

Fonaer Specna! Savoy, Seeuse Senior h&mher, 

Doauatlement Talks; Chiefnegotiatar.U.S.- Center &r Istemariooal Snulies, MIT 
Russian EEC Purchase Agreetneiit Origiiiatorafthe proposal for a U.S.-Kussan 

BEU Fuichasa Agraatoeat 



Hriaz Protestor ofSavirennieatalPoScy, Director, BefeCeaterfer Science 

JohaF.Kermady School of Government, aadlnteraarionalAf&ha, John F Kennedy 

Harvard XIiiiveiStr.U.S,Co-Chainsaa.U.S.- School of Govetnmeat. Harvard Umveraty; 
KumialndqiarrteSeieBttSeCommiasion Portaer Assistant Secretary ofDefense 

OaSKspoittioa of Exce» Weapons Phttoniutri Sir Policy aacTFEEs 


‘AffiKaiiom fat ideniSettien only 

cc AlOoenWttPRBeesvfrheX/aiaeSaos SaedrBerea.KsioailSaniiiO'Ailmis 

Kan^Aanroiiet.aotiajDireauOSn’ RstertEJtiOinSasttiiyoriheTleisnrr 

BaiethAMan.AaiBtSeaeaiyofEiiaiy MaifcleiaoK. Albiitht, SaaetaiyofSate 

waUiBsP. Coha, Soeisiyoflletete 
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June IS, mZ 

j.r. .Morpan Se-curiiie^ Jnc. 


<.>!) Wuli sireei 
^ork NY 

U)2rrfM)060 


The Honorable Gary GKista- 
Assistant Secretary (rf'Trrasury 
Depaiunent of Treasury 
1500 Pennslyvania Ave., H.W. 
Washington, D.C. 20220 


ililf j 


Dear Secretary Gensler, 

You have requested our view of whether United States Enrichment Corporation (the 
“Company”) should implement its proposed privatization through a private sale (a “Sale”) to a 
consortium composed of The Carlyle Croup (“Carlyle”), Lockheed Martin Corporation and 
BWX Technologies, Inc. (the ‘Consortium”) or an initial public offering of equity securities of 
the Company (an *TPO”) as cmtlined in the Company’s Strategic Plan dated ^lember 24, 

1 997 (the “Strategic Plan”). 

in arriving at our view, we have reviewed (i) certain internal ftnwcial analyses and 
forecasts concerning the Company outlined in the Strategic Plan; (ii) Carlyle's financial 
analyses and forecast of the entity that would result from a Sale (“Newco”) as outlined in 
the business plan provided by Carlyle dated May 27, 199S, portions of the financial model 
of Kcwcoand Carlyle’s acquisition proposal, received by us on May 30. 199S; (iii) certain 
publicly available information contxming certain other companies engaged in busit^ses 
that appear to be comparable to titose of the Company, (tv) certain a^eements with 
respect to credit obligations ofCarlyle; (v) audited financial statements of the members of 
the Consortium: (vi) the terms of the draft purchase agreement providing for a Sale dated 
as of May 28. 1998 and the draft registration statement on Form S-I providing for an IPO 
dated as of May 26, 1998; and (vii) and other infonnation we deemed relevant for oar 
analysis. 


It is our understanding that the Board of Directors of the Company has reviewed all of the 
foregoing materials. We further underetand tiiat on the basis of such review and discussion of 
the privatization alternatives at several formal meetings, the Board of Directors of the 
Company has concluded that both a Sale to the Consortium and an iPO as outlined in the 
Strategic Pian broadly satisfy the statutory criteria for privatization as provided in the Atomic 
Energy Act of 1954, as amended by the Energy Policy Act of 1 992, as well as the Company 
Privatization Act. In order to assist the Department of Treasury in choosing between the tvro 
alternatives, we are offering our view in this iener. A similar letter has been provided to the 
Board of Directors of the Company. 

Based on the IPO valuation range determined by Morgan Stanley Dean Witter (“Morgan 
Stanley”) and Merrill Lynch & Co- and set fortii in Morgan Stanley’s presentation to the 
Board ofDirectorsofthe Company on June 2, 1998, it is wir view that an IPO provides 
the United States with the opportuni^ to realize greater proceeds than a Sale to the 
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«se. T ratem. 

umfi 


Consoniuffi. In addition, we agree with the view of the Board of Directors of the 
Company that the Strategic Plan offers the Company an enhanced ability to satisfy the 
following four statutory criteria: (i) adequate enrichment capaci^; (ii> reiiable and 
economical domestic industry; (iii) the continued operation of GDP operations: and (iv) 
long term viability, albeit with somewhat additional investment risk relative to the 
Consortium’s plan. An IPO, because it incorporates less leverage than the Sale, further 
provides the Company with increased financial flexibility and lower financial risk to meet 
these criteria. 

On the basis of and subject to the foregoing, it is our view that the Company should 
implement its proposed privatization through an IPO. 

In giving our view, we have relied upon and assumed, without independent verification, the 
accumcy and completeness of all information that was publicly available or w'ss furnished to us 
by eidter the Company or Cm-iyle or otherwise reviewed by us, and we have not assumed any 
lesponsibili^ or liability themfor. We have not ccmducmd any valuaticm or appraisal of any 
as^ts or liabilities, nor have any such valuations or appraisals been provided to us. In relyii^ 
on financial analyses and forecasts provided to us, we have assumed that the>' have been 
roasonably preparod based on assumptions reflecting the best currently available estimates and 
judgment by management as to the expected Aiture results of operations and financial 
condition of the Company to which such analyses or forecasts relate. We have relied as to all 
legal matters relevant to rendering our view upon foe advice of counsel. 

Our view is necessarily based on economic, market and other conditions as in effect on, and the 
information made available to us as of, the date hereof. It should be understood that 
subsequent developments may affect our view and that we do not have any obligation to 
update, revise, or reaffirm our view. We are expressing no view herein as to the price at which 
the Company's stock may trade at any future time if the IPO is undertaken. 

Very truly yours. 

J.P. MORGAN SECURITIES INC. 


Name: Jim H. Denybeny 
Thie: Managing Directs 
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July 21, 1998 


The Hoioraile John D. Holton 
Acting Under Secretary for Arms, 

Control and Incemattonal Secuiity 
Afeiis®iiector, U.S. Aims 
Control and Disarmament Agency 
Department of State, Room 7208 
,2201 C Street, NW 
Washington, DC 20520 

Dear Mr. Holnm; 

Thank you for your letter dared July 21, 1998, offering USEC the opportunity to (i) provide 
a summary of its policies and plans regarding its approach to contemplated sales of natural tsanrtao, 
Qi) elaborate on certain statements regarding natural uiaiuum sales contained in the Prospectus and 
(iii) provide USEC's view on the coniinuing imponance of maintaining its designation as Executive 
Agent to USECs viability in fhe private sector. As a stipplement to our letter to you dated June 5, 
1998, we want to allay aiQ' concerns that have been raised in recent weeks that the privatiiEcd USEC 
would act to negadvelyafieet the natural utanium market We reaffirm out commitmeDt to the HEU 
Agreement and assure you drat USEC will dispose of nanual urauium in a giaduai and flexible 
manner so that the Company, as well as all participants in dte global tuanium marke^lace, can 
benefit from the maintenattce of a healthy uranium market 

Sadotial Market Paiticipanl. As a pardcipant in the utanium maricet, USEC will have every 
incendve to ensure that its sales of natural uraiuum do run adversely affect market condhions, 
pardculariy prices of natural utanium. Di^iosing of this material Incm mediAll y over the next seven 
years in a Smdbie masner is endrtly consistent with USEC's commercial intersts. As a pubtie 
company with fiduciary obligadons to its shareboldeis, USEC can iU-afford to unsettle this 
important market. 
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We note that thoae who have expressed eonceins oyer USECs proposed uranium sales have 
referred to an industry consultanfs future price projections that ate lower than USECs historic cost 
of natural uranium. These projections are also substaruially below those of other analysts. USEC 
simply would not sell its natural uranium if its actions would cause price decreases of such 
magnitude. Furthermore, any sales at those levels would dilute fimire reported earnings, which 
would be an outcome unacceptable to USEC or any successful privai* eiterptise. 

Mark-ft rnnrimotis. USEC fully ttcognizes the importance of not disrupting the market 
through ill-conceived or poorly-timed introductions of natural uranium, rad will not hesitate to defer 
plaimed sales to help ensure a stable market We intend to ^propriately modify any of our tentative 
plans so as to not significantly affect pricing in the nannal ur anium market To this end, the 
Prospectus, on p^e 17, cautions investois that there can be no assurance that USEC will be able to 
sell natural uranium in anticipated quantities. The Prospectus also provides that "[tjhe qtanrity of 
[natural uranium] that USEC will be able to sell in any given year . . . will be dependent on market 
conditions including any sales by the U.S. Government om of hs inventory) arrd prices at the time 


Most Sales to Occur After Fiscal 2(K10. As set forth in the Prospectus, the Company does 
not anticipate making significant natural uranium sales until after fis^ 2000. This is, in part, 
because most of the world market requirements for uranium through fiscal 2000 have already been 
purchased under long-tenn contracL Any sales by USEC prior to fieral 2000 will constitua only 
a small fiaction of the world market. Moreover, under the Con^any's Strategic Plan, USECs sales 
between 2001-05 would consdtute less than 10% of the world market for natural uranium. Is any 
event, it is our intendon sot to sell at price levels below those described above. 

Gradtial Sales. As described in the Prospectus, USEC plans to seE its natural uranium 
gradually, through 2005, with particular sensitiviiy to maricet conditions. To the mavimum extent 
pos^le, USEC plans to implement such sales under long-term domestic and mtemational comiacts. 
Further, as set forth in the Prospectus, USEC expects to retain the equivalent of approxrroately 5,000 
metric tons of natural uranium to meet ongoii^ operadonal requiremerrts. We also note rhat there 
are certain siarutoty and comractual restricnons on the aWlity of USEC to sell its uranium inventory. 
Sadr restrictions a^ect almost 60% of USECs uranium inventory. For s xa'mp le, under the USEC 
Privatization Act, USEC may not deliver more than 10% per year of certain uranium received fiom 
the DOE for use in the United States. Additionally, sales of cenaln recent deliveries of natural 
uranium from DOE must be spread over at least a four-year period. 
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Bepnm to Fnriehmeiit Ovenright C nmmm^ Punussit to the Agreonem dated » of iune 
19, 1998 betweea DOE ana USEC relating to die Enriefanjeat Ovosight Comminee. USEC mtist 
provide to the EBrieteew Committee, anong other infommon, "avetage price and qianriiy of ^es 
and other ttansfers of Eatural oramum." Addiiional!y, USEC ■adll nou^ the Omight Committee 
prior to making any sigmficant changes in its poiicies or plans with respect to »les of naiural 
tnaniitm. To aagiaea! the Govemmeafs abflity to monitor USECs ate of aaaral taanitan, USEC 
inteids so provide such informaaon to 4e Oveisigbt Commiaee on a qtiarteriy basis, rather ihan the 
annual basis caneMiy provided for in the Agreement USEC has and will coaSaue to place a high 
priority OB consultation with, and guidance from, the Overaigh: CommitBs oa all manets associated 
with the HBU Agreement - including the importance of successful atraagements for the sale of 
Russian utusium. 

Tmportanee of the HFT 1 Agreemem and Oversight Committee . USEC is &Uy cominieed to 
a Stable globd nuclear fuel, market We believe ttat tins is in our best eamoraicialBiest Asdeariy 
described in the Prospectus, USEC’s loie as the U,S. Executive Agent fix implemensajson of this 
important eoatra« is a core element of USECs busiaess. In this regard, the Prospectus notes that 
the HEU Agreaaent "provides an itnpoitant strategic opporftmity for USEC to imioduee additianal 
uranium enrichment services from Russia to the global maricet on an otderiy basis and in a 
competiave manner that ensures die reliability and continuity of supply to enrichment casiomas." 

USEC remains fully commitred to the HEU Agreement. We have expressed our views that 
it is in our corporate interest to continue to be the Executive Agent of die United States. We believe 
that it is in our commercial intetests to manage the introduction of tile Russian tnarerial, as opposed 
to having it managed by someone else. Stated simply, USEC needs to be tiie Executive Agent to 
secure its future. We also believe that the U.S. Govenanent needs a healthy, privatized USEC to act 
as its Executive Agent to &:i!itate the most cost-sSdent downsizing of tlx: Russian nuclear arsenal 
possible. Given the reality of world maricets, USEC finniy believes it must remain committed to 
maintaining this important intersection of national security and commerce. 

We hope that this letter responds to your request and helps address any concerns that have 
been mused about USECs actions with respect to natuial uianimn. Consistent vrith its iong-tetm 
commercial interests, USEC wilt sell its uranium gradually imrSemble-manner that Erst and 
foremost supports a healthy, stable market, and with a view towards fulfilling its commitment m the 
HEU AgtesmenL We undemtand that fidfiUment of our eommitments with respect to die sde of 
aaturai uranium is a centra! element of USECs performance as Executive Agent USEC ioolB 
forward to working with you closely in the yearn ahead to insure that die commitments made in this 
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The Honorable John D. Holum 
July 21, 1998 
Page 4 

lener coniinue to successfully meet the objectives of the privatized company and the Government's 
national security objectives. 


Sincerelv. 




William J. Rainer 
Chainnan of the Boarc 



Waiiam H. Timbers, Jr. 

President and Giief Executive Officer 
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DETKMINATION PUBSUANT TO THE 
UNTTEO states ENBICHMENT CORPORATION PSiyATTZATION ACT 

FOR THE TRANSFERS OF EXCESS DEPARTMENT OFENERGY URANIUM 


Haviag comidered the re^iiienxnis al the United States Euiehment Cotpoiation Ptivadzaiion 
Act of 1996 (42 UE.C S{2297b-2297h-l3); die cunsnt state ef the dotsKtic nntniuta miaing, 
emvenion. and iaduaoies: the Depcranent' t anaJyiia tegaidinf the potentiai isipaets 

of the proposed tmufes of rotplusasamism to the United States Enrichment Coipotiiioa: and 
Mhrr pettinent iafonnadoB, I have djat die tiansfen of 3.B mSlioo kilogiams of 

anmtuD as naoiial unnium hexaflnande (UF«) and 0.045 miUios ktlognoB ef uranhns as low 
eniichsd UF, will not have an advene material impact on the domestic inaaimi mining, 
convetaon. or esricfament iadust^. k order to mitigate potential advene impacts on indusny, 
the Oepartment will restrict the United Stales Enrichment Coiponlion's sales of the transfer!^ 
ucaninm to a maximum of 33 percent of the total in any single year, with the total qtianliiy to be 
sold over a minimum of 4 yean. 

1, therefore, authorize the tiznsfere of 3.8 million Iciiograms of uranium as natural UF 4 and 
0D43 million kilograms of uiamom as low enriched uranium as UF, to the United States 
Enridnnent CoiporatMO. 






Fcdcrica Pcia 
SaotiBiy of Energy 


May IB, 1998 
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AGREEMEOT REGARDING POST^OSING CONDDCT 


THIS AGREEMENT, dated as of My 14, 1 998, is by and between die United States 
Dqiartment of Ibe Treasury (‘‘Treasury”) on behalf of the Unired Sates Government, the United 
Slates Enrichment Corporation CTJSEC”), a federally chartered corporation, the outstanding 
capital stock of which is held 1^ the Secretary of the Treasury, on bdialf of the United Stares 
Government, United States Enrichment Corporation, a Delawiare corporation (“USEC 
Delawrare"), USEC Inc., a Delaware corporation CTJSEC Inc.), and USEC Services Corporation, 
a Delaware corporation (‘TJSEC Services”) (USEC Delaware, USEC Inc. ami USEC Services 
collectively, the ‘TJSEC Companies” and each a tTJSEC Company”). References herein to 
USEC shall be references solely to the corporation itself and not to the United Stares 
Government or any other agencies or instrumentalities thereof. 

WHEREAS, pursuant to the Atomic Energy Act of 1954, as amended by the Energy 
Policy Act of 1992 (Pub. L. No. 102-486, 106 Stat, 2T76) (the “Eneigj' Policy Act"), and the 
USEC Privatization Act, as enacted in the Omnibus Consolidated Rescissions and 
Appropriations Act of 1996 (Pub. L. No. 104-134, 1 10 Stat. 1321, 1321-335) (the ‘^rivattzation 
Act”) (collectively, the “Privatization Legislation”), the Board of Directors of USEC (the 
“Board”) has determined that the transfer of ownership of the assets and obligatiotrs of USEC to 
a private corporation and the transfer of the interest of the United States in USEC to the private 
sector by means of an initial public offering (die “Offering”) will salisly the conditions precedent 
to privatization established by the Privatization Legislation, and the Secretary of the Treasury has 
approved such determination; and 

WHEREAS, in connection with the Offering, it is contemplated that (i) USEC wdll be 
merged into USEC Delaware, with USEC Delaware as the surviving corporation, pursuam to a 
merger agreement (the “USEC Merger Agreement”); (ii) each outstanding share of die common 
stock of USEC will be convened into shares of the common nock of USEC Delaware; (iii) all of 
the outstanding shares of capital stock of USEC Delaware will be sold to certain underwriters 
(the “Underwriters”) to be named in an underwriting agreement among Treasury, USEC, USEC 
Inc., USEC Delaware and the Underwriters (the “Underwriting Agreement”), at the time md on 
the date specified in the Underwriting Agreement (the “Closing”); (iv) USEC Delaware will be 
merged with a wholly owned subsidiary of USEC Inc. formed solely for the purpose of such 
merger, with USEC Delaware as the surviving corporation, pursuant to a merger agreement (die 
“USEC Delaware Merger Agreement”); (v) each outstanding share of the common stock of 
USEC Delaware will be converted into shares of the common stock of USEC Inc.; and (vi) the 
shares of common stock of USEC Inc. will be offered to the public by the Underwriters; and 

WHEREAS, the USEC Comparties desire to enter into a contractually binding 
commrtment to operate until at least January 1, 2005 the two gaseous difEusion plants leased to 
the USEC Compames by the Department of Energy (each a “Plant” and coUectiveiy the “Plants”) 
(subject to the terms and conditions specified in this Agreement) and to undertake any workforce 
reductiorrs at the Plants during the first two years after the date of this Agreement in the maimer 
described in this Agreement; and 
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WHEREAS, Treasmy, USEC and the USEC Companies desire to set foitfa certain 
additional t^reements among themselves relating to the Offering; 

NOW, THEREFORE, in considerarion of the foregoing and the agreements contained 
herein, and as one of the inducements for the Secretary of the Treasury to ^iprove the decision of 
the Board to privatize USEC by means of the Offering, the parties hereto hereby agree as 
follows: 

1. Post-Closing Conduct 

(a) USEC and the USEC Companies acknowledge that certain obligations are 
imposed upon USEC and the USEC Companies under die Privatization Legisiadon. USEC and 
the USEC Companies shall abide by and comply with the Privatization Legislation, including 
without limitation. Section 31 1 1(b) of the Privatization Act 

(b) From and after the Closing until die third anniversary of the Closing, the 
USEC Companies shall not sell, assign, transfer or otherwise dispose of, in a single transaction 
or a series of related transactions, all or substantially all of the uranium enrichment assets and 
properties or uranium enrichment operations of the USEC Companies, other than to USEC Inc. 
or an entity that is direcdy or indirBaly wholly owned by USEC Inc. 

(c) USEC and the USEC Companies acknowledge that the provisions of die 
Privatization Act provide that the Board, with the approval of the Secretary of the Treasury, shall 
transfer the interest of the United States in USEC to the private sector in a manner that provides 
for the continuation of the operation of the Plants. Accordingly, from and after the Closing until 
at least January 1 , 200S, the USEC Companies shall continue Operation of both of the Plants; 
movided. however , that this paragraph shall not restrict the tennination by the USEC Companies 
of the Operation of a Plant if a Significant Event has occurred with respect to such Plant. For the 
purpose of this paragraph, (i) ‘Operation” shall mean the use of the Pl^ts for the provision of 
enrichment services, at a level reasonably determined appropriate by the USEC Companies, and 
(ii) a “Significant Event” shall mean: (u) any event beyond the reasonable control of the USEC 
Companies including, but not limited to, fires, floods, acts of God, transportation delays, acts or 
failures to act of government authorities or third parties, or inability to secure labor, materials, 
equipment or utilities that prevents the continued Operation of a Plant by the USEC Companies, 
(v) that the Operating Margin of USEC Inc. is less than 1 0% in a twelve consecutive month 
period, (w) that the long-term corporate credit rating of USEC Inc. is, or is reasonably expected 
in the next twelve months to be, downgraded below an investment grade rating, (x) the Operating 
Interest Cover^e Ratio of USEC Inc. is less than 2.Sx in a twelve consecutive month period, (y) 
a decrease in aimual worldwide demand for Separative Work Units ("S WU"1 to less than 28 
million SWU. or (z) a decrease in the average price for all SWU under USEC’s long-term firm 
contracts to less than S80 [ler SWU (in 1 998 dollars). For purposes of this patagrtqih, (i) 
“Operating Margin" shall mean (x) earnings plus interest, taxes and any extraordii^, lion- 
recurring charges divided by (y) total revenue, (ii) “Operating Interest Coverage Ratio” shall 
mean (x) earnings plus interest and taxes divided by (y) gross interest expense. Nothing 
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contained in this Agreement shall be construed to modify any obligation that USEC or the USEC 
Companies may have with respect to the Plants under the Lease Agreemeitt between USEC and 
the Dejartment of Energy dated as of July 1, 1993, as amended, or under any state or federal law, 
rule, regulation, order or pennit applicable thereto. 

(d) USEC’s Strategic Plan dated September 1997 and adopmd by die Board in 
Jantmry 1998 (the “Strategic Plan^ contemplates certain reductions in the workforce at the 
Plants through USEC Inc.’s fiscal year 2000. To the extent commercially {sacticable, the USEC 
Companies shall (i) take steps reasonably calculated in good &ith to ensure diat workforce 
reductions at the Plants through USEC Inc.’s fiscal year 2000 are conducted in a manner 
consistent with the Strategic Plan, do not exceed 500 employees, and are effected in substantially 
equal parts in each of USEC Inc.’s fiscal years 1999 and 2000, (ii) in each of USEC Inc.’s fiscal 
years 1999 and 2000, seek to achieve such workforce reductions through a program of voluntary 
separation before instituting a program of involuntary separation, (iii) with respect to such 
workforce reductions, provide benefits and take other measures to minimize woficforoe 
disruptions that are no less favorable to the woikforce than would have been the case prior to the 
privatization of USEC and that are in accordance with the agreement between USEC and die 
Department of Energy concerning woricer assistance to be entered into prior to the Closing. The 
foregoing provisions (w) shall not be construed to limit employee tennmafions for cauM or 
workforce reductions through normal employee atnitjon, (x) shall be subject to any applicable 
collective bargaining agreements involving the Plants’ workforce, (y) shall not be construed to 
create any third-party beneficiary rights, (z) shall tenninate on the second anniversaiy of the date 
of this Agreement. 

(e) From the Closing until the third anniversary of the Closing, the USEC 
Companies shall not grant any option, right or warrant to purchase, acquire, or otherwise receive 
any direct or indirect interest in, or economic benefit from, any shares of the stock of USEC Inc. 
or any securities convertible into or exercisable or exchangeable for the stock of USEC Inc., 
either through any bonus, profit sharing, compensation, severance, stock option, stock 
appreciation right stock purchase agreement retirement deferred compensation, employment, or 
other employee benefit agreement, plan, or other anangement for the benefit or welfare of any 
director, officer or employee of the USEC Companies or otherwise, unless such grant is marie 
pursuant to an agreement plan or other arrangement that has been validly approved by the 
shareholders of USEC Inc. at a meeting held at least 1 80 days after the Closing. 

(0 From the Closing until 1 80 days after the Closing, dte USEC Companies sb^ 
not (1) adopt any new. or amend any existing, compensation, employment or consulting 
agreements or arrangements for the benefit or wel&re of any person w ho is listed as an Executive 
Officer in USEC Inc.'s Registration Statement on Form S-1, or (2) increase the compensation or 
fringe benefits of any such person as in effea as of the Closing. 

(g) USEC and the USEC Companies shall enter into agreements wids each of 
their respective officers and directors, under which each such officer and director shall agree not 
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to, and to use his or her best efforts to cause members of his or her regiective inanediate femily 
not to, purchase shares of the Common Stock of USEC Inc. or oQtermse acquire or receive any 
direct or indirect interest in, or economic benefit from, any shares of the CommOT Stock of 
USEC Inc. or any securities convertible into or exercisable or exchangeable for the Common 
Stock of USEC Inc. during a period from the Closing until 1 80 days after the Closing. Copies of 
all such agreements shall be provided to Treasury at least 5 business days prior to the Closing. 

(h) From the Closing until the second anniveisaiy of the Closing, the USEC 
Companies ftiall not hire, contract with, or provide compensation, ranployment, or other 
arrangements for the benefit of (I) persons vriio are or have b^n members of the Board of USEC 
on or prior to the date of this Agreement, or (ii) entities in vduch such person have a direct or 
indirect material interest; nrovided. however , that tins Section 1(h) shall not be construed to limit 
or alter rights of indemnification or contribution provided by any written agreements in effect on 
the date of this Agreement. For purposes of this Section 1(h), the parties mtend that the term 
“direct or indirect material mtetest” shall be construed with reference to Item 404(a) of SEC 
Regulation S-K (! 7 CT^.R. § 229.404(a)) and the Instructions thereunder. 

(I) For a period of two years after the Closing, the USEC Com|»mes stall not 
engage, hire, contract with, or provide compensation, employment or other arrangement for the 
benefit of the financial advisors or law firms that advised the USEC Board of Directors as to the 
manner and method of transfer of the United States Government's interest in USEC to the private 
sector without the approval of the Board of Directors of USEC Inc.; nrnviderf however, thk this 
provision shall take effect with respect to each such advisor or law firm only after the expiration 
of tiie terms of their respective contracts that are in effect on the date hereof; and provided 
further, that nothing in this provision shall act to amend, waive or cancel existing contractual 
limitations on the provision of services to the USEC Companies by such advisors or law firms. 

2. Cooperation. The USEC Companies shall provide the Treasury and any other 
agencies or instrumentalities of the United States Government with such assistance and 
information, books, records and other material documents of USEC existmg on the Closing 
("Records”), without charge, as may be reasonably requested by such parties in connection with 
(i) claims relating to the period prior to the Closing for which the United States Government may 
have liability, or (ii) the privatization of USEC. Such cooperation shall be provided to the 
requesting party promptly iqxtn its request and shall include making employees available mt a 
mutually convenient basis to provide additional infomiation and explan^on of any material 
provided hereunder. The USEC Companies shall retain all Records for a period of six (6) years 
following the Closing. 

3. Governing Law. Coruient to Jurisdiction. This Agreement, and the rights and 
obligations of tte parties hereunder, shall be governed by, and construed and iateipt^ed in 
accprdance witii. fekrai law and not the law of any stale or locality. USEC, the USEC 
Compames and the Treasury hereby inevocably and unconditionally consent and submit to and 
waive any objection to the personal and subject matter jurisdiction of, and venue in, the United 
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States District Coart of rise District of Columiaa or rise United States Court of Federal Claims in 
any acricm or preceding ariaag oat or relating to risis AgreMsem. USEC, rise USEC Compmies 
and Treasury agree riiat suds jarisdicrion and venue riiaU be exclusive wiris respect to any sucb 
action or proceeding terought by it hereunder. USEC, the USEC Companies, and Treasaty 
consent to the service of copies of the summons and complaint and any other such process which 
may be served in my such action or proceeding by certified mail, return receipt requeste4 or by 
any otiter method pramitted by law. 

4. Amendment Waiver . This Agreement may oiriy be ameoded by an iasttumraitm 
writing signed by tiie jmtti^ hereto. Any failure by USEC or the USEC Companies to comply 
with any obligation, covenant or agreement herein may be waived by Treasury, and any feihira 
by Treasury to comply with any obligation, covenant or agreement hradn may be waived by 
USEC or USEC Inc.; provided, however, that any such waiver may be made only by a written 
instrument signed by the party granting such waiver. Any waiver or Mure to insist upon strict 
compliance wirii such obligation, covenant, agreemea or condition by a pai^ hereto shall not 
operate as a waiver of, or estoppel with respect to, any subsequent or other Mure by any oriter 
paBy hereto. 

5. Entire Agreement This Agreement constitutes the entire agreement between the 
parties hereto wirii respect to the specific subject matter hereof and siqjersedes all other prior 
agreements and understandings, both wrinen and oral, between rite parties with re^ct to rire 
specific subject matter hereof. 

6. Successors a.nd Assigns . This Agreement shall be binding upon tard inure to the 
benefit of the parties and their respective successors and assigns. 

7. Notices . All notices, requests, claims, demands and other communications 
hereunder shall be in writing and shall be given (and shall be deemed to have been duly given 
upon receipt) by delivery in person, by facsimile or by registered or certified mail (postage 
prepaid, return receipt requested), to fte other party as follows: 

If to Treasury: 

Department of the Treasury 
1500 Pennsylvania Avenue, N.W. 

Washington, D.C. 20220 

Attention: Assistant Secretary (Financial Maricets) 
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^to USEC or the USEC Companies: 

United States Enrichment Corporation 
2 Democracy Cemer 
6903 Rockledge Drive 
Bethesda,MD 20817 
Attention: General Counsel 

or to such other address as the person to whom notice is ^en may have pre%^ous!y fumish»i to 
the other in writing in the manner set forth above. 

8. Counterparts . TOs Agreement may be executed in two or more counterparts, eadi 
of which shall be deemed to be an original, but all of v^ch shall constitute one and the same 
agreement. 

IN WITNESS WHEREOF, each of the parties has caus^ this Agreement to be executed 
on its behalf by its duly authorized representative, all as of the day and year first above written. 


THE UNITED STATES OF AMERICA, 
acting through the Secretary of the Treasury, 
through his duly authorized deagnate 



Title: Assistant Secretax-v (Financia l Marke 


UNITED STATES ENRICHMENT 
CORPORATION, a federally chartered corporation 



Title: President and CEO 
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UNTEED STATES ENRICHMENT 
CORPORATION, a Delsware coiporadon 
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DEPARTMENT OF THE TREASURY 

WASHIN6TON. D.C. 

November 24, 1999 


The Honorable Ed Whitfield 
U.S. House of Representatives 
Washington, D.C. 20515-1701 

Dear Mr. Whitfield: 

This letter responds to-)^ur letter dated September 7, 1999 to Secretary Summers in which you 
requested that the Treasury Department provide yuu with certaiu information regarding die 
financial condition of USEC Inc. 

We are not aware of infonnation that might be construed to indicate that USEC Inc. believes that 
a **Sigmficant Event** (as that tenn is defined in die Agreement Regarding Post-Closing Conduct) 
has occurred. In &ct, USEC Inc. has stated on Fonn 10-Q filed on November 5, 1999, that 
“[n]one of the excqitions to USEC’s obligation to operate the plants has occurred.” In the event 
that USEC Inc. were, at some future date, to conclude that a Significant Event had occurred, the 
Treasury Dqiaxtment would expect USEC Inc. to explain the basis for its conclusion, and we 
would independently evaluate the merits of diat conclusion, including deciding at that time how 
we believe the test for determining whether a Significant Event had occurred should be applied. 

We provide you with the following infoimatioa in response to the four questions in your letter 
regarding specific “Significant Events”: 

Question 1 . Applying the methodology set out by USEC in a letter dated July 10,1 998 from 
William J. Rainer and William H. Timbers to Under Secretary Gary Gensler, and in a 
memorandum dated July 20, 1998 from Joel Bryan (Assistant Treasurer at USEC Inc.) to Peter 
Necheles (a former policy advisor at the Treasury Department).’ and using data derived fiwm 
recent USEC Inc. public earnings announcements, wMcb we have not independently analyzed, 
the operating margin of USEC Inc. during the fiscal year ending June 30, 1999, was 13.1%. The 
margin was 6.4% for the quarter ending September 30, 1 998, 1 3 . 1 % for the quarter ending 
December 31,1 998, 3.9 % fui the quaitu* ending March 31,1 999, 1 8.9% fur ihe quarter ending 
June 30, 1999,and 13.4% for the quarter ending September 30, 1999. Inmakingour 
calculations, we first ad^d the following items to net income: interest expense; tax expense; 
and extraordinary, nonrecurring charges. N^ct, we subtracted the following items from net 
income: tax benefits and other income. We then divided that derived amount by revenue. The 
Treasury Department does not have infonnation that would provide a basis for making estimates 
about USEC Inc.’s future financial performance. 

Question 2. Standard & Poor’s downgraded USEC Inc.’s corporate credit, senior unsecured 
debt, and bank loan ratings from BBB+ to BBB on August 30, 1999. Moody’s, however, 
confirmed USEC’s senior long-term debt ratings at Baal onJuly23, 1999. Wenotethat 


' Cqjies of diis letter and memorandiim have f^viously been provided to die House Committee on 
Cmnmeice pursuant to its requests for documents concerning U^C privatization. 
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Standard & Poor’s and Moody’s generally consider any rating above BB+ and Bal, respectively, 
to be an investment grade rating. 

Question 3. Applying the methodology set out by USEC in the July 20, 1998 mwnorandum 
refersiced above, and using data derived &om recent USEC public earnings announcements, 
which we have not mdepei^ently analyze the operaling intoesa «)verage ratio of USEC Inc. 
during die ;^ar ending Jur» 30, 1999 was 5.6x. The ratio was 3.3x for fee quarter ending 
September 30, 1998, 6-5x for the quarter ending DecemberSl, 1998, 3.9x for the quar^ ending 
Maidi 31, 1999, 8J2x for the quarter ending June 30, 1999, and 4.0x for the quarts ending 
September 30, 1 999. In making our calculations, we started with net income, a^^ intere^ 
expense and tax charges (or subtracted tax beneEts), and divided that amount by gross interest 
expense. The Treasury Elepartment does not l^ve information that would provide a basis for 
making estimates about USEC Inc.’s future Etocial performance. 

Question 4. The Treasury Department does not have information about the average priceof 
SWU under USEC Inc.’s current contracts, nor does Treasury have information that would 
provide a basis for making estimates about the fiimre price of SWU. Treasury notes, however, 
feat USEC fee. has stated on Form 10-Q filed on November 5, 1999, that ‘‘[bjased on 
information known, USEC does not anticipate that the average SWU price under its long-t«in 
contracts is likely to fall below $80 per (in 1998 dollars) in fee near future.” 

While we have not appointed a single ofScial to serve as an authority on the issues afieefing fee 
relationship between fee gaseous diffusion plants and the Treasury Agreement, you may confect 
Kerry Lanham of the OMce of Government Financing (622-2460) for questions ^ardfeg USEC 
fee. in addition, you should feel fiee to confect me or to have your staff omt^t Frank Tooh^ of 
my office (6Z2-0585). 

Sincerely, 



Assistant Secretary 

(Legislative Affairs and Public Liaison) 
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Report to Congress Under Section 3112(b)(10) of the 
USEC Privatization Act 


Introduction; 

ITie Agreement Between the Government of the United States and the Government of the Russian 
Federation Concerning the Disposition of Highly Enriched Uranium Extracted from Nuclear 
Weapons (V. S./Russian Highly Enriched Uranium Agreement or Agreement) was signed on 
February 13, 1993. The 20-year ^reement (1994-2013) supports U,S. nuciear nonproliferation 
policies and mutual U.S. and Russian securi^' interests. The United States agreed to purchase 
from the Russian Federation 500 metric toi« of highly enriched uranium converted to low 
enriched uranium. The highly enriched uranium is blended down to low enriched uranium under 
the terms of this Agreement. The resulting enrichment services contained in the low enriched 
uranium will be sold by the United States Enrichment Corporation (USEC, and now USEC Inc.) 
to fuel commercial nuciear power plants. 

A contract implementing die Agreement was signed on January 1 4, 1994, with USEC’s 
predecessor acting as executive agent on behalf of the United States and Techsnabexport (Tenex) 
representing the Russian Government. Tenex is majority owned by the Russian Ministry of 
Atomic Energy. Under the implementing contract, USEC has agreed to purchase the separative 
work units contained in the low enriched uranium. Under the amended implementation contract, 
Russia takes title to the natural uranium component of the low enriched uranium delivered to 
USEC and is responsible for selling it. 

Due to the large quantities of uranium entering the United States tmder this Agreement, 

Congress in April 1 996 imposed restrictions on the domestic sale of the natural ttranium 
component and established monitoring and reporting requirements. Section 3 1 1 2(b)(l 0) of the 
USEC Privatization Act (Privatization Act) (42 U.S.C. 2297h- 1 0(b)C1 0)) requires the President 
to; 

1 - Monitor the performance of the U.S. executive agent (USEC) under the Agreement, and 

2. Report to Congress each year on the effect the low enriched uranium delivered under the 
terms of the Agreement is having on the domestic uranium mining, conversion, and enrichment 
industries and on the operation of the gaseous diffusion plants (that USEC operates under a lease 
agreement with the Department of Energy) including a description of actions taken or proposed 
to he taken by the President to prevent or mitigate any material adverse impact on these 
industries or any loss of employment at the gaseous diffusion plants as a result of the Agreement. 


‘The low enriched uraniunj being purchased by the United States under this Agreement represents the 
equivalent of almc^t 400 million pounds of natural uranium «)d 92 million separative wort; units, enough to satisiy 
about nine of demand for uranium and separative work tmits in the United States. Because the uranium is in 

the form of natural uranium hexafluoride, it also represents over 150,0<Ki metric tons of conversion services. 
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The purpose of this report is to respond to number 2 above by analyzing the effect of the 
deliveries under the Agreement on the uranium industries, employment at the gaseous diffusion 
plants, and actions taken or proposed to be taken to prevent or mitigate any material adverse 
impacts. This report concludes that there have been no material adverse impacts on the domestic 
uranium mining, conversion services, or enrichment services industry caused by the deliveries 
under the Agreement. 

Implementation of the Agreement: 

The table below shows the quantities of highly eniiched uranium that was downblended into low 
enriched uranium, and their equivalent natural uranium, conversion services, and separative work 
units delivered. Total ordered quantities for 1998 were not completed during the calendar year. 


Delivery 

Year 

Highly 

Enriched 

Uranium 

(metric tons U) 

Low Enriched 
Uranium 
(memc tons U) 

Natural UF« Feed 
Component 
(MiUion ibs. U A(e)) 

Natural UF^ 
Conversion 
Component (Mitlion 

Separative 
Work Units 
(Million SWU) 

1995 

6 

186 

4.8 

1.8 

1.1 


12 

371 

9.5 

3.7 

2.2 

1997 

18 

480 

13.7 

5.3 

3.3 

Total 

1998 

Orders 

24 

723 

18.9 

7.3 

4.4 

1998 

Actual 

Deliveries 

14,5 

450 

11.5 

4.4 

■ 


Under Section 3 1 1 2(b)( 1 ) and (2) of the Privatization Act, the Department took title to the 
natural uranium component (14.3 million pounds UjO|(e)) from the fu-st 18 metric tons of highly 
enriched uranium (1995-1996 deliveries). Approximately 4.5 million pounds of that has been 
sold by the Department back to Russia for use in matched sales contracts.^ Only a small quantity 
(4.7 million pounds) of the 25.2 million pounds of natural uranium component from the 1997 


^‘Matched sales” refers to one of the methods through which Russian uranium can enter the U.S. market 
under the Agreement Suspending the Antidumping Investigation on Uranium from Russia (the Suspension 
Agreement) as amended. Under this provision, Russian uranium is allowed to enter the U.S. market up to a 
specified volume if the quantity is equally matched with newly produced, U.S.-origin uranium prior to delivery to 
the ultimate consumer in the United States. The Department of Commerce and the Russians signed an amendment 
effective October 3. 1996, that allows the natural uranium component to be sold in the United States, thus making 
the Suspension Agreement consistent widi the Privatization Act. 
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and 1998 deliveries has been sold. The ranainiag'20.5 million pounds remains in storage at 

USEC. 

During 1 998. sale of the remaining Russian natural uranium component was not completed due 
to various market*re!ated factors and other concerns that would not allow the Russians to receive 
full value for the uranium. Because of issues surrounding the natural uranium component, 

Russia delivered, and therefore USEC purctesai, 2.7 million of the planned 4.4 million 
separative work units in 1 998. In Mar^ 1999, Russia and a Western consortium of producers 
(made up of Cameco, Cogema, and Nukem, Inc.) did finalize a commercial agreement for the 
purchase of the uranium contained in future deliveries post- 1998. Also in March 1999, a 
govemment-to-govemment agreement between the United States and Russia was executed in 
which the U.S. Government agreed to purchase the uranium contained in the 1 997 and 1 998 
deliveries as well as to permit a return of a portion of uranium back to Russia. 

Effects oa U.S. Nadear Fuel Industries: 

Uranium Mining and Conversion Services 

Both the uranium mining and conversion seivdces industries are being addressed in dtis section as 
both markets experienced the same basic trends for similar reasons. In 1998, both markets 
experienced a downward pressure in price and decreased contracting activity compared to 1 997. 
Various uranium producers v/orldwide delayed or reduced plans for production during 1 998 due 
to the depressed state of the market 

Several factors contributed to the market decline; however, the U.S./Russian Highly Emiched 
Uranium Agreement deliveries to date have not been a significant factor in the market’s decline 
nor have they caused a material adverse impact. Only 8.3 million pounds UjOife) (4.5 million 
pounds in matched sales dtrough the Department’s contract with Global Nuclear Services & 
Supply, Ltd.^ and less than 4 million pounds of sales from the 1997 and 1998 deliveries under the 
Agreement) have entered the U.S. market to date. This equates to an average of approximately 
4 percent of U.S. demand annually during 1995-1998. The recently depressed market was 
primarily caused by a lack of demand (most utility requirements have already been met through 
1999) and an industry perception of a near*term oversupply situation. 

Uranium Enrichment Services 

On July 28, 1998, the United States Enrichment Corporation, a Oovemraent-owned corporation, 
became the United States Enrichment Corporation, a subsidiary of USEC Inc., a fully privatized 


hn December 1996, the Department of Energy entered into an agreement with the Russian Federation, 
through its agent, Glol^l Nuclear Services and Supply, for die sale of up to 7.8 million pounds U 30 ,(e) of the 
uranium component h’om the 1 995 and i 996 deliveries under the a^ement to be sold back to the Russians for use 
in matched sales pursuMit to the Suspension Agreement. 
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company through an initial public offering on the New York Stock Exchange. In order to 
••...operate the gaseous diffusion plants more efficiently and to meet foreign competition ' (USEC 
News Release, August 25, 1998), the newly privatized USEC Inc., initiated a voluntary 
reduction-in-force program for employees at the Paducah. Kentucky, and Portsmouth. Ohio, 
gaseous diffusion plants. In November 1998, USEC Inc. completed the first phase, eliminating 
approximately 125 positions at each plant solely through a voluntary reduction-in-force program. 
Tlie second phase will involve a simUar plan of 250 additional reductions in summer 1999. 

USEC Inc. pa^ a price for separative work units under the Agreement that is much higher than 
its marginal cost of production and higher than current market prices. However, “The Company 
believes that it is uniquely positioned to act as U.S. Executive Agent” because “it can best 
integrate this additional supply of enrichment services into the market in a manner that 
minimizes market impact” (USEC Prospectus, July 22, 1998). Although the Agreement was a 
contributing factor to the reduction in employment at the gaseous diffusion plants, other 
considerations included increased competition from foreign enrichment suppliers and a need to 
improve efficiency, which is normal when a Government entity moves into the private sector. 

Actions Taken to Mitigate Adverse Effects: 

Enrichment Oversight Committee 

On May 26, 1998, President Clinton issued an Executive order for the establishment of the 
Enrichment Oversight Committee. The committee provides oversight of the executive agent of 
the Agreement (currently USEC Inc.) and monitors and coordinates all efforts of the 
U.S. Government with regard to the Agreement. It also collects and analyzes information related 
to the maintenance of domestic uranium mining, conversion, and enrichment industries. TT^ 
committee is also responsible for providing this report to Congress, which monitors the effects 
that the Agreement has on the uranium industry and employment at the gaseous diffusion plants 
as required by the USEC Privatization Act. The Department has prepared this report on behalf of 
the committee. A senior official of the National Security Council chairs the committee. Other 
members include representatives from the Departments of State, Treasury, Defense, Justice, 
Commerce, and Energy; the Office of Management and Budget; the National Economic Council; 
the Council of Economic Advisers; and the Intelligence Community. 

Uranium Mining and Conversion Services 

The U.S. Government took several actions during 1998 that are expected to counter the 
depressed state of the uranium mining and conversion services markets. On September 22, 1998, 
in Vienna, Austria, Secretary of Energy Bill RichanJron and the Russian Minister of Atomic 
Energy Yevgeniy Adamov signed an interim joint report on the status of implementation of the 
Agr««ment following the requests ofPresidents Clinton and Yeltsin at the September 1-2, 1998, 
Moscow Summit. Hk joint report moves to facilitate a long-temi agreement between Russia and 
consortium of Western companies for the purchase of the natural uranium component. The 
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interim report slates that, if the parties are able to reach a long-term agreement, then the 
Department will take several actions including making a public commitment to defer its own 
natural uranium sales for ten years. In March 1999, Russia and a Western consortium of 
producers (made up of Cameco, Cogema, and Nukem, Inc.) did finalize a commercial agreement 
for the purchase of the uranium contained in ftitine deliveries post-1998. Also in March 1999. a 
govemment-to-govemment agreement between the United States and Russia was executed in 
which the U.S. Government agreed to purchase the uranium contained in the 1997 and 1998 
deliveries as well as to permit a return of a portion of urmiium back to Russia 

Also, on October 21, 1998, Congress passed, and President Clinton, signed P.L. 105-277 that 
provides for the United States to purchase, for up to $325 million, the natural uranium 
component associated with the 1997 and 1998 deliveries (approximately 28 million pounds of 
U308(e)) under the Agreement. The purchase of this uranium by the United States is contingent 
upon Russia and the Western uranium companies reaching a long-term commercial agreement 
for the purchase of the uranium component associated with enriched uranium deliveries to USEC 
Inc. in 1999 and beyond. This purchase of up to 28 million pounds of UjOgCe), in conjunction 
with the Department’s voluntary moratorium on sales, could provide an additional improvement 
in the uranium and conversion services market. 

Uranium Enrichment Services 

While it is recognized that implementation of the Agreement was only one of several factors that 
could be related to the USEC Inc. layoffs, the U.S. Government took several measures that may 
result in the mitigation of some job losses at both the Paducah and Portsmouth gaseous diffusion 
plants. First, the Department signed a Memorandum of Agreement with USEC on June 30, 

1 998, establishing a $20 million Worker Assistance Fund to minimize work force disruption and 
assist work force transition at the gaseous diffusion plants. This agreement also provides that the 
Department shall, where practicable, extend a hiring preference at Department facilities to 
separated employees, pursuant to existing authorities. A second Memorandum of Agreement 
was signed on June 30, 1998, where USEC paid the Department an additional $50 million to take 
and manage 2,026 cylinders of depleted uranium hexafluoride that will be generated 
postprivatization that also provides that the Department shall, where practicable, extend a 
preference in the hiring to separated employees at either plant. Furthermore, prior to 
privatization, USEC committed in a Memorandum of Agreement with the Department of 
Treasury to ensure that, to the extent commercially practicable, work force reductions would not 
exceed 250 employees in USEC’s fiscal year 1999 and 250 employees in fiscal year 2000 and to 
seek to achieve such reductions through voluntary separation programs. 

Further. P.L. 1 05-204 provides that the “Secretary of Energy shall prepare and the President 
shall include in the budget request for FY 2000, a plan and proposed legislation to ensure that 
all amounts accrued on the books of the United States Enrichment Corporation for the 
disposition of depleted uranium hexafluoride [SS73 million] will be used to commence 
construction of not later than January 31, 2004, and to operate, an onsite facility at each of the 
gaseous diffusion plants... to treat and recycle depleted uranium... " Construction and operation 
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of these facilities would create employment opportunities at the plants. 

These Government actions are expected to mitigate some of the impact of layoffs at the gaseous 
diffusion plants that have occurred from USEC Inc.'s reduction in force. 

Conclusion: 

In the Administration’s judgment, the Agreement did not have a material adverse impact on the 
domestic uranium mining and conversion services industries during 1998. Due to the 
outstanding issues surrounding the natural uranium feed component under the Agreement, only a 
small portion of the uranium was actually sold into the market. Although the uranium mining 
and conversion services markets were depressed during 1998, it was attributable to the low 
demand and perception of an oversupplied market. This oversupply should continue to improve 
and the market stabilize since the uranium feed component issues have been resolved through 
completion of the govemment-to-govemment and commercial agreements signed in March 1999. 

The enrichment services contained in the deliveries from the Agreement have been successfully 
absorbed into the enrichment market through USEC Inc. These deliveries did not cause a direct 
material adverse impact to the domestic enrichment industry. However, in 1998, the 
combination of a highly competitive enrichment market and efficiencies sought by USEC Inc. led 
to reductions in employment at the gaseous diffusion plants. All of those reductions were 
voluntary. The U.S. Government has taken several actions that may help mitigate these 
reductions: establishment of a frmd to assist in work force transition, providing for a hiring 
preference at Department facilities, and obtaining a commitment from USEC Inc. to achieve 
reductions through voluntary separations and to ensure that reductions do not exceed 
250 employees in each of USEC Inc.’s fiscal years 1999 and 2000. Additionally, the passage of 
P.L. 105-204 and the implementation of plans for initiating the disposition of depleted uranium 
hexafluoride at the gaseous diffusion plant sites will require additional workers. These 
Governmental actions are expected to have a positive effect on the employment at the gaseous 
diffusion plants. 



88 


FilTTOH Boeesup 

tirtiins II ill 


a8BiiayM.im 
«•«««». 6t SS374SSC 
SMiMWe 


PaoM 1K4I7431I 


OttK 

MmnitKlZ. ISIS 

Tk 

JahA Q. Padatti 

C«ai»Rr: 

ThaWutaHaw 

^nMiinfean 

SOSIASI'ISO? 

PtweaMKiWar 

082} 4564514 

Franc 

TlHKMsHaiilasga^'lr. 

SBdv'iOiraetUiK 

38^(67-S040 

Tii^Piin 


kidudliis CwMr 

a 

OMIMir 

Q087t<.11» 


CMunvrts; 

Jota - At yau know, ihira an twa probiiini ImaMno tlii RisaiaA HEU nannet pnvMtRi far 
BALTAMKC ^ lUimaRfinfl fff $ 0 Mt! mtciaaf wariMih: t1) thi atanca af markif-liiaMl prieng far Runlin 

SVni arid (2) iaba at ilit twa USEC>D0E tfemuitc plwni. Tlia amchad naiRaniitduin daioiliis 
awarflragSfemHiandihefiavBtitaupfflbitRtcaabtaddnssai 

T«, 

usumoB 


halubh 

OAHU 


WAMMmtU. 



I na ^ rw raailra al af tto pasjM er lAd IM My n lagUa. plaaaa cal 21flSd574K^ 




89 


MEMORANDUM 


November 12, 1999 


AcllOB Heqnefted 

For the isasoiu let SatOi in tbit memorandum, ^ of the folloudng iteme need lo 
be acted upon before Congren ounu this year: 

1. Rnvimmiiantal rieenim and Worlcer Traniltion at Oak Ridge. Porlmiouth 
and PiAicah. Approximatety $175 million will be collected during fiaoal year 2000 fiom 
utilitiee and plai^ in a truat flind for ftiture remediaiion of uranium and ^rium milling 
eilee and the decontamination and decommiasioning of USEC'a gaaeoua diffuaion 
uranium enrichment AdUtiee. Thia $175 million thould be made available to DOE for 
current me for tSieae puiTWiet. Two-thirds of these funds would oiable tbe USEC 
workers now at risk to cr^iiue to be productively employed by DOE contractors and 
provide cleanup assistance at the Oak Ridge facility as well. Recent press accounts have 
emphasized the need for acceleraiion of clean-up activities and it is better policy to 
redeploy diese workers thsn to tsmiinete them, (lite remaining one-tfaird would be used 
with tespeet to thorium Eieilities.) 

2. Sariwwine to llSPr: fnr Ahovg-Marker Ruarim SWT I. During the period 
ending December 31, 2001, et ieett $65 million should be redirected to provide Cnancit! 
•asisttnee to the U.S. Executive Agent (USEC) to offset pert of tbe cost of the payment 
of above-market prices for Russian SWU through 2Q0I. The legisladon should provide 
that DOB shall make payments to the Russian Executive Agent in an amount niual to the 
difEitrenee between the amount payable for Russian SWU and the spot market price for 
SWU et the lime of puiobaae of the Ruseian SWU, with coiretpondtog reductions in the 
amount payable by USEC fisr the Rmaian SWU. The amounts paid to dte Russian 
Executive Agent c^d be derived from exitiing no-yeer appi upti aiions for Rusiis (P.L. 
105-277) to implement the U.S.-Russlan accord for the disposition of excess weapons 
plutonium. 

3. Tails trarnfemed limm U.S. ExeeuHve Aeent to DOE. Congress should 
direct the trensfbr of depleted uranium from GDP’s from the Executive Agent (USEC) to 
DOE. (Tails generated between 7/2B/98 and 12/31/01 in tbe tppmxinme amount of 24 
million kgu). This provides approximawly $70 million in value to the U.S. Executive 
Agent to oflsa peitially their purchase of ^ve market price SWU from Russian nuclear 
warheads. We are informed that this transfer does not score for budget putposca. 


Dse4MHS 
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In 1993, the U.S. end the Rueiien Fedendon oneieti into en egrensm prmdding 
&f Hie pesee&l uee of tuguy eohchecl uramum (HEU) tseovnsd Som diisuncled 
siielear weaiioni of Sainer Soviet Union. Under the egreement, Snssie eosvetse the 
HBU Into tow esriehei laesimn ILEU). In 1994, on bihnlf of the VS, govossnent, 
USEC (&e deeignated execntive agent to the U.S. under the 1993 eastta^) sigs^ e 20- 
yw agreement with iti Ruseien eoimteriiiin to piuclUK file unsiuni enriebmau 
component (SWU) of file Rneaiin I£U ibr resale to etitttlM tor dm nee in die 
prodseiiaa of elsssicity. In 1996, prioee for the acqniaiiion of RnseUs SWUhy the U.S. 
govemmeai were set tor die five-year period 1997-2001. 

When USBC was privatsaed in Inly 1998, the acquiiition price Ibr Rnaaian SWU 
was t^iptoxima^y $8 ia» fitan the then prevailing SWU mricet {nice. Uoentidpmed 
aad sutntiintial posi-privatizatioQ declisee in the SWU maiitel price have tasttbed in fie 
paynumt by USEC, Inc. (the publicly traded private coq>.) of ibove-ssaricct prices tor 
Rcsiiait SWV. The post-privittization declines in the SWU maricet price ate expected to 
condntM, but Rumis hae declined to renegotiete the contract to nsfieet market prioee until 
atleact20(n. 

Theie ere two problems fiuu most be addressed aeK in order to protest domeitie 
woitiert and to ensure that the narionel security objectivn of the United States will 
concmie to be nuL 

i%Bt. u the direct result of the unanticipated declines in file mariol price of SWU 
since USBC was privatized in July 199S, USEC haa been totted by ila le|^ obligalimni 
to ita ihareholden to cenaider whether to exorcise in contracttMl tight to isnmnmc its 
stalia aa Executive Agent. Such a tenoination could raiac national security issues and be 
inconsistant with file nuclsar nonprolitoration policies of the United States. It is neifiter 
USBC*t cor the Admaiistradon'a wish to have that occur. 

Second, aa part of USBC’a coat reduction p ro gnt a, file cmiqsany win be laying 
off several hundred DOS and USEC fimdtd workers at its piano in Paducah, Kntteky 
and Porumoulh, Ohio. If these workers become unemployed, DOE could have 
subetential liabilities (^iproxiraaialy S30 million) to make paymenn of “^Idl tonda*' to 
the aSected worked. ISBC would prefer that these woikeni be trensitiontd to cleanup 
activities if appropriate tonding can be made available. 

These two {Htoblaiiu can be efibetively addressed if all of the fiiree items let forfii 
above are acted upon betore Congrms er^oums this year. 


Doe WHS 
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The Secretary of Energy 
wasfiingioft. DC 20585 
October 28, 1999 

Mr. VTilUam H. Timbers, Jr. 

Uni^ States Enricfamcnr Cotpoiatioii 
l^ro^Deoaocracy Center 
6902 Rockledge Drive 
Bethesda, Maiyland 20817-1818 

Dear Mr. Timbeis: 

I bave several ixxqxmant issues to bring to yoax anention. 

First, as you know, US£C has j^ppeakd to ttio U.S. govemmenT for aggi^tanr# » address 
costs assodaifld with implementarioa of dte U.S.4hissia EEU AgreemenL &ideed,soine 
of these proposals have diteci inqilicatuins fitriny D^anseot^s budget and Ijab nirjys 
The data US£C has pxovided to zny staff are intuiffietait to justify your request for 
assistance of ^roximaiely SlOO milKon per year. In panicular* the cost data provided 
are very genend and key assisxqmons are qoestioDable. Fwexatnple, in die cases 
examining what USEC could have produced without die HHU Agreanent, the elecnicity 
and other costs are posited sot to rise, potentiaUy exaggentmg the cost to USEC of 
inqilemeniing die agreement whhRusria. Infill some ofyourproduetiwi may well 
exceed Che cost ofbt^ing Russian material lDdiotf,webdieveiheiruefiQaii^need 
may be much lower, or aeco. Withootbener data and documentarion of your 
assomptiofls. we cannot accurately decetmine theaciual economic intact of the HEU 
Agreement on USEC. Aecordiagly, it is difBeult to eaiabtisb the ease d>r near-term 
govenunent acnon against that fw other cmpoiate actions. 

Second, I am conocmed about die in^MCt of USEC napinil uranium on die HEU 

AgreemenL It tfaai yoar nuriegt aerioM iwyfftmy Ai- fis uTwtatinp o 

overaD HEU Agreemeai at die sazoe lime you sedr our assistance. As you are awar^ in 
Match of this year I signed, widi Minister of Atomic Energy Adamov, an ngreemeiit to 
address problems on die feed oonqxment of the HEU Agrecmait. The March agraoseni 
requires DOE to bold 22,000 mosic tons of namzal nzamum off die market for 1 0 years, 
half of which resulted 6xm our purchase d>r $325 million of a badclog of Russiaa 
material But the matket price to declined since diat time. Meanwhile, your oosqiany's 
recent earnings statement rqiorts a 100 Ibid increase in naosalanmiam^esdn die last 
quaita compared to the same quarter last year, fiom $200,000 to over $25 miUioD. Such 
sales may be inconsistent with your written assurances piovided to the U.S. last year 
about responsible marketing of USEC natural uranium inventmy. At this rate, yon will 
soonbesupplymgiieaily25 percent oftheU.S. market. What are your plans dir natural 
uranium sales and why should they be viewed as ccosistent with your previous 
commitments and the stability of the HEU Agreement? More qpecificalfy, what are yom 
cunem eonunitments fiir Emm deliveries ofnaturaJ urmhim, atoe<v contained in 
enriched oranium product, by quarter, &r delivery to utilities and odier cnstmnecs? 



0 
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Ttod, I am deeply coBcened by mfonnaaoB tot I have learned this usoath fiotn Mimter 
Aiismov tegaiing how fir hdihid ia the ddiveiy sehediile USBC has SSlea sitiee My. 
As I Badetsaad it, over 400 cjdindm w«e requied to oaqjleie sshedatel deliveries in 
aefecffldhaM'ofteyear. Asaresaft of delays by USKlitigtovidiiig cylinders, 
Russia wiU be dile to deSver fewer ton 300 cyimdm to USEC year’s eiiil Russia 

will flms toek the ntsans to dsHverlH! derived Som ajois too five sneiric bjus of HEU, 
toiwilirestltiniaoistonaSIOOisiliiactoinfilltoRtissa. lam also cosreraed tot 
tore is not an sgteed schedule Jbr year 2000 deliveries as reqmrsd by USEC’s coniran. 
The tanii^ of these problems is vety nnforoaiate. It uaSacitts our effom so urge Russia 
lo move towards mrim pricog for its eoricduissDt services wbm the 0.S, is seen as oat 
felfillitig b»c sdhedules ia to sear ms. the lask of USBC cylinders B> deliver HEU 
air^y blended down, and lack of a schedule to blend down nsore in Ru^ia mate me 
usea^ about to stability of to path we ate on in rntpiementing fits critical nattonal 
secioity agrecnent It also clouds your lequeai for assisusoe as exmdve agent. Ineed 
er^ble exphaatiOQs of these matters. 

In closing, I need more and better in&rmatifm to undascand how USEC and the DOE 
should 9ptopriate|y work together on issues of common emteem, such as to HEU 
Agrmte^ to fimne of American enrichment capabiiiiy trad plans atoctang to 
woricface at oar GDP sites. In particular, I will be seejnghaiiisterAdanov into vay 
nearfiinue. I would ^ipteciaiie having wriltesrespffljaes on to issues noted above by 
dose of businss Friday, October 23 at older to eagage Minister Adaraov censmtetiveiy. 
]n addjnon, my riaff will be ibOowisg tqi with qaestioQs under to i^^nepiiaiie 
monoianda of mfeimation sharing <n executive agettcy. 


Sinceteiy, 



Bill Richardson 
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UNITED STATES 

NUCLEAR REGULATORY COMMISSION 

WMmWSTIKJ. u-J. 

Harsh 29, 2000 


Mr. Steven A. Toelle 

United States Enritdinient CoiporaOon 

2 Oemix^ai^ Center 

6903 RocM^e Drive 

Bethesda, MO 20817-1818 

SUBJECT: USED FINANCIAL EVALUATION 

Dear Mr. Toelle: 

Your letter oi March 17, 2000. informing us of your delay to provide the financial Wonmation we 
requested on Fehmary 25, 2000, is acknowledged. We regret that this informatfon cannot be 
provided by the date we requested. Because of the importance of this review, we urge you to 
place a very high priority on providing tee requested information. 

In your letter you indicated that you wOl provide financial information through December 31, 
2003, tee date tee current certitotes expire. Please be advised that our ttejecdve is to paifoim 
a finandal review considering the next firm years, not just temugh Caiendar Year 2003. In tee 
absence oi Information provided by the United States Bnrichment Corporation for the time 
period requested, our review will be made more difficult 

We agree teat a dosed meeting to discuss the financial information you are providing would be 
useful. However, we consider that the meeting should be held as soon as possible after you 
make your submittal. Please contact Mr. Timothy C. Johnson at (301) 415-7299 to schedule 
the meefing. 


Sincerely. 

— - 

Melanie A. Galloway, Section Obigp 
Enrichment Section 
Special Projects Branch 
Division of Fuel Cycle Safely 
and Safeguards 

Office of Nuclear kbterial Safe^ 
and Safeguards 


Dockete: 70 - 7001 , 70-7002 
Cerfificates: QDP-1, GDP-2 


cc: Mr. Randall M. DeVauR, DOE-Oak Ridge 
Mr. Gary Samore, NSC 
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XUSEC 

^ N A SsIwlEiwsy Compile 

Maidi 17, 2000 
GDP(KM045 


Ms-MdanieCUItway 

Section Chie( Enri^nwnt Section, Special Projects Branch 
Division of Fuel Cycle Sa&9 and Safeguairts, NMSS 
US. Huctsar Re^htoiy C«rmussion 
Washington, D.C 205SS-0001 

Paducah Gaaeoua DUnuioa Pbiat (PGDP) 

Porisinauth Gaacsiia Olfliaioa Plant (PORTS) 

Dnelret !«■». 70-7001 aad 70-7002 

Rmponse to NRC Reqaest tor Inforinatian to Sopport Financial Evainatlott 

Dear Ms. Sjalloway: 

In Retence 1, die NRC lequested the U. S. Enrichnient Corporadon (USEC) to provide inlbtmatian 
to suj^rt a financiai evaluation to be conducted by the N^. The NRC also lequested that this 
iidbtinadan be provided within 30 djQis of the date of the NRC letter (viz., by M»ch27,2000). Hie 
puipose of this letter is to inform the NRC that USEC will provide fhimcial information to suppoit the 
NRC review by April 1 4, 2000. This additional time is needed based on the avaiiabili^ of rettources 
in our Finance and Planning group. 

In addition, the NRC requested financial mformation for the next five years. Cucrcntly, the NRC 
eatifnsates for PGDP and PORTS eitoii'n »<> December 31, 2003. As pieviously discus^ with the 
NRC, USEC has available and will provide financiai information to support opeisdon for the remaining 
tetm of the eertidcate and to assist the NRC in making a determinanon that operation of the GDPs by 
USEC is “not be inimical to the maintenance of a idiable and economical souroe of domestic 
enrichment services.” USEC notesthat in accordance withdniftNUR£C-I67],“Standatrj Review Plan 
for the Recerdficatian of the Gaseous Dif&sion Plants,” financiat infotmadan will be submitted as part 
of the iccertificadon application to support operation beyond December 3 1, 2003. 

Finally, we consider that it may be beneftciai to meat with the NRC to exphun the Snancial informadon 
to be provided. To allow the NRC dme to become familiar with the intormation prior to dm ma^og, 
scheduling the meeting in late April 2000 appears appropriate. Due to the subject matter, a closed 
nKedng is requested. 


USEC Inc. 

6S03 SadiWie Otlw. Bciheab. MD toaiS.iaiC 
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Melanie Galloway 
March 17,2000 
ODP 00-0045, Page 2 


If you have any questioiis regaining tfaia matter, please contact Mr. Mario Robles at (301) 564-3408. 


Sincerely, ^ 

s. fTljjjL 

Steven A. Toelie 

Ntslear Regulatory AssiBance and Policy hboager 


Reference: 1. Letter fiom Melanie Oallowi^CNRC) to iamesN. Adkins (USEC),*USECFiimcial 
Evahratioti,’’ February 25, 2000. 


cc: P. Hiland - NRC Region m 
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UNITED STATES 

NUCLEAR REGULATORY COMMISSION 

WASHINGTON. D.C. 209394001 

Februsry 25, 2000 


Mr. James N. AdWira 
Vice President, Pmdudion 
U. S. Enrichment Corporation 
2 Oernooacy Center 
S903 Roddedge Olive 
Bethesda, MD 20817 

SUBJECT: USEC FINANCIAL EVALUATION 
Dear Mr. AtStins: 

I am requestirig the U.S. Enrichment Corporation (USEC) to provide information to support the 
U.S. Nudear Regulatory Commission (NRC) financial review as a result of recent public 
announcements. On Febniary 3, 2000. USEC announced that it would layoff 8S0 employees, 
would cut its annualized dividend from SI .10 per share to SO.SS per share, and vimuld expand 
its sfock repurchase plan to purchase an additional 20 million shares, for a total of 30 miDton 
shar^, by June 2001 . In the armouncemenL USEC also Indicated It is projetdng substantially 
lower earnings for fiscal year 2001 (July 1, 2{}Q0 - June 30, 2001 ). USEC projectKi fiscal year 
2001 net income would be between S35 miUlon to $4S million. income for the fimt dx 
months of fiscal year 2000 was $A8.7 million. On February 4, 2000, Standard & Poor's lowered 
USECs credit rating from BBB to BBt. 

The NRC re-certified USECs operabon of the Gaseous Diffusion Plants in 1999 based, in part, 
on the finding that USEC would have the financial resources to operate the privatized company 
and that this operation would not be inimical to the maintenance of a reliable and economical 
source of domestic enrichment services. This finding recognized that USECs credit rating at 
the time was Investment grade. Because USECs credit rabng is now below an investment- 
grade. NRC is again evaluabng whether continued operabon of the ptivabzad company is not 
inimical to the maintenance of a reliable and economical source of domesbc enrichment 
services. We will perform the evaluabon consistent with the guidance in Chapter 16 of draft 
NUREG-1871. 'Standard Review Plan for the Recertificabon of the Gaseous DHfusion Plants.* 
To complete this review, we request biat you provide the following Infotmabon idenbfied In 
Chapter IE: 

1. Updated informabon, not othenvlse provided in your current 10-Q and 1Q-K reports, of 
the types, amounts, and holders of debt and the types and amounts of equity of USEC. 
If you have plans for obtaining addibonal financing, please provide infomabon related to 
these acbons. 

2, A five-year business plan addressing the enrichment business fine as well as obar 
anbcipated business lines, including altemabve enrichment technologies such as gas 
oentiifoge and SILEX that will require investments of capbat fmdud^ wciMng cs^btai), 
and ttte porbon eH prcjedsd revenue, for each of the five yesis, covered by cmtnKfo 
currenby In existence. 
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Mr. James N. Adkins 2 

3. Ail significant business and economic assumptions underlying the above plan. 

4. Pro forma finandal statements liar each ofthe next five years. 

5. Any current ffnandal statements, «rith an lndei»ndsnt t»i1Hled puUic accountmfs 
opinion of the financial statements, if they differ from the cunent 10-Q and 10-K reports. 

6. IdentHicalian of any USEC directors and officets, and a discussion of their qualifications 
to provide financial and business management, if this Mamiatlon differs from 
infermation in current 10^ and 10-K reports or certffication submittal. 

7. Any changes in bie USEC organizabonal structure and its reWonshIp to corporate 
parents and other affiliates, in this Information differs from infbmiation in cunent 10-Q 
and 10-K reports or certification submittals. 

8. Intetmabon on the financial conditian of USEC parent corporations, including credit 
mdngs, profiles prepared by the investment industry, or audited financial stetements 
fsfiecdng the three most recently completed fiscal years. 

Please provide a response to these questians within 30 days of the date of this letter. 

Ifyou have any questians regarding these actions, please contact Timothy C. Johnson atfSOI) 

415-7299. 


Sincerely, 

Melanie Gallcrway, Section Chief 
Enrichment Section 
Special Projects Branch 
Division of Fuel Cycle Safety 
and Safeguards, NMSS 


Docket 70-7001, 70-7002 
Certrficates G0P-1 , GOP-2 

cc: Mr. Steven A. Toelle, USEC-Headquarters 

Mr. Randall M. DeVault, DOE-Oak Ridge 
Mr. Gary Samore, NSC 
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ATTACHMENT A 


Delivery of Russian LEU 
1995-2000 

(Equivalent Metric Tons HEU) 


Calendar ‘ 
Ymt 

Origin^' 

m 

Schadole , 
ML 

r Revtewl^ 

(11« 

lioduia.^K 


BKSsnnsB 






1995 

10 

10 

6 

6 

6.1 

6.1 

1996 

iiiiiiii[iiimQQ^m 

20 

12 

18 

12.0 

18.1 

1997 

Delivered in 
1997’ 

10 

30 

18 

36 

13.4 

31.5 

1997 

Delivered in 
1998* 





4.5 

36.0 

1998 

Delivered in 
1998** 

10 

40 

24 

60 

14.5 

50.5 

1998 

Delivered in 
1999** 





9,5 

60.0 

1999 

Delivered in 

1999*** 

10 


30 

igum 

14.7 

74.7 

1999 

Delivered in 





6.6 

81.3 


TENEX unilaterally hatted deliveries to USEC in 1997. Balance of 1997 material was delivered in 1998. 
TENEX unilaterally halted deliveries to USEC in 1998. Balance of 1998 material was delivered in 1999. 
Deliveries completed in February 2000. 


Note: The original and revised schedules call for USEC to purchase 30 metric tons of HEU in CY 2000. 
USEC has placed an order for 30 metric tons for CY 2000 wfh deliveries scheduled for the March 
through November timeframe. 


Restricted Business Proprietary Information 
























99 



UNITED STATES DEPARTMENT OP COMMERCE 
IfitcmatiofMl Trade Admintetration 

Weshington. D.C. 20230 


June 2, 1998 



Peter Necheles 

Senior Advisor 

Govcmment Financial Policy 

U.S, Department of the Treasury 

1500 Pennsylvania Ave., N.W. - Rm. 2415 MT 

Washington, D.C. 20020 

Dear Mr. Necheles; 

On July 27, 1 997, the President approved a general plan for the privatization of the United States 
Enrichment Corporation (USEC). In ftinherance of that plan, on May 7, 1998, the Treasury 
General Counsel and the Assistant Secretary for Financial Markets asked the Department of 
Commerce (Commerce) and other ^encies to provide their opinion on the extent to which 
several potential transactions would meet certain statutory objectives for the privatization as set 
forth in the USEC Privatization Act (42 U.S.C. 2297b-! and 2297h-2). 

Specifically, 42 U.S.C. 2297h-l(a)(1996) provides that USEC, "with the approval of the 
Secretary of the Treasury, shall transfer the interest of the United States in [USEC] to the private 
sector in a manner that provides for the . . . protection of the public interest in maintaining a 
reliable and economical domestic source of uranium mining, enrichment and conversion 
ser\'ices. . . Similarly, 42 U.S.C. 2297h-2(b)(1996) provides that USEC, "with the approval of 
the Seeretarj- of the Treasury, shall select the method of transfer and establish terms and 
conditions for the transfer that will provide ... for ... the public interest in maintaining reliable 
and economical domestic uranium mining and enrichment industries. . . Treasury has 
requested Commerce's opinion on these issues in the f^rticular context of privatization through 
an initial public offering ("IPO"). 

As you know. Commerce has a limited role in the USEC privatization process, mainly where that 
process touches on Commerce's administration of the antidumping suspension agreement 
between Commerce and the Russian Ministry of Atomic Eneigy. Pursuant to that agreement, 
Commerce administers quantitative restrictioas covering imports of Russian natural uranium and 
enrichment; via three other bilateral agreements. Commerce administers quantitative restrictions 
on imports of natural uranium &om Kazakhstan, Kyrgyzstan, and Uzbekistan. 



100 


- 2 - 

SectJOE 734(1) of Tariff Act of 1930, ss ameaded, requires to e 2 u:h uramam su^eosion 
agreement "prevent die suppression or undercuttii^ of price levels of [dom^c natural uraniimi 
and enrichment] by imports or natural uranium and/or enrichment from that country. Thus, 
Commerce’s overriding concern in administering the agreements, and in the privaiiz^on 
process, is the long-term stability of the U.S. maAet for uranium prt«iucts. Consisted with^t 
imperative, in conjunction widi the U.S. Customs Service, Commerce strictly enforces the 
quantitative Imiitatioas and price restrictions of the suspension agreements under its Tariff Act 
authority, in addition, pursuant to 42 U.S,C. 22970Ji)(bX9) Commerce ^hninisters and enforces 
the delivery schedule set forth at 42 U.S.C. 2297(hXbX5) for the natural uranium associated with 
imports of low-enriched uranium derived from highly-enriched uranium from die Russian 
PederatiDn. Earlier this year, Commerce issued detailed procedures providing notice and 
guidance to ail parties regardir^ its administration and enforcement of that sxihedule. Through 
these responsibilities and efforts, Commerce seeks to fulfill its statutory responsibilities by 
ensuring that all subject uranium products enter the U.S. market in an orderly fashion which 
minimizes any market dimiptiot^ in iKilh the short and long terms. 

We have examined carefully the May 1998 report prepared by USEC entitled, "Privalization of 
USBC Through an Initial Public Offerii^: Satisfaction of the Statutory Criteria, Analysis of 
Reliable and Economical Domestic Industry Requirement," ("USEC Report”) and believe friat it 
indicates a commitment to the long-term stability of the U.S. market for uranium products, 
particularly in its stated commitmcmi to managing the sale of its natural uramum inventory "in a 
manner which will not be disruptive to the domestic uranium market.” Furfrier, we note the 
public announcements contained therein regarding USEC’s intenrion to keep the gas diffusion 
enrichment plants ("GDPs") at Paducah and Portsmouth open through at least 2004. Finally, we 
see nothing in the USEC Report indicating that privatization through an IPO would be harmful to 
maintaining reliable and economical domestic uranium mining, conversion, and enrichment 
industries and services. 

Commerce declines to comment on certain aspects of the USEC Report relevant to USEC’s 
determination and Treasury’s approval, including the financial strength of USEC, technical 
expertise, and track record. Additionally. Commerce emphasizes that any in-depth analysis on 
its part of whether privatization of USEC through an IPO meets the statutory criteria would 
require great speculation as to the future of the suspension agreements, as well as future market 
and political conditions. 

Please contact me at (202) 482-2104 if you have any further questions. 



Deputy Assistant Secretary 
Group III 
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ORIGINAL 

1 UKITED STATES ENRICHlyENT CORPORATION 

2 . . _ 

3 FORTY- FIFTH MEETING 

4 OF THE BOARD OF DIRECTORS 



Fourth Floor Conference Room 
6903 Rockledge Drive 
Bethesda, Maryland 
Tuesday f June 2, 1998 

The meeting was convened, pursuant to notice, at 

8;32 a.m. 

PRESENT: 

BOARD MEMBERS: 

WILLIAM J. RAINER, Chairman, presiding 

WILLIAM BURTON 

CHRISTOPHER COBURN 

DR. KNEEIAND YOUNGBLOOD, JR. 

OFFICERS: 

WILLIAM H, TIMBERS, JR., President and 
Chief Executive Officer 
GEORGE R. RIFAKES, Executive Vice President 
for Operations 

HENRY Z. SHELTON, Vice President and Chief 
Financial Officer 
ROBERT J. MOORE, General Counsel 


ALDERSON REPORTING COMPANY, INC. 

002)2*9-2260 ' (BOO) FOR DEFO 

ml FOURTEENTH STREET. N W SUITE 400 t WASHINGTON, D.C. 20005 
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sale? 

MR. MJIRKS: Let's say it was a stock for stock 
deal. I remember one stock for stock utility deal we were 
involved in, one oon^jany had a nuclear facility, the other 
didn ' c . It was taking back stock . It turned around and 
looked for a consultant to give them a view as to the 
risks in the operations associated with that kind of 
facility, because it just didn't have that expertise. 

But in almost all circumstances we have the 
buying company is either in the business or knows the 
business well enough that that's not necessary. As Jim 
was saying, in a cash deal that's not relevant. 

MR. DERRYBERRY: You take the cash and say: 

Good luck, guys. 

MR. HOLZSCHUH: All of Che precedent, but for a 
sensitive privatization, it's not relevant, because there 
is no viability test. 

MR. COBURN: It seems Co me we have a problem, 
because we have a critical technology which we have based 
our assumptions on for future performance throughout. We 
have one source of information. Now finally we have 
several independent, if you count these bidders as being 
independent, sources seem to disagree with us. 

MR. HOLZSCHUH: The only question I'd raise -- 
and you guys need to address it - - the independence of 
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PROCEEDINGS 

CHAIRMAN RAINER: Welcome to the Forty Sixth 
Meeting of this Board of Directors. 

We don't have a tight agenda plan. The idea was 
to have a night to sleep on Che information that we got 
yesterday and come back, and reconvene today and have a 
general discussion, an opportunity to raise questions, not 
exactly free form, but not with a highly structured 
agenda, either, 

r will say that we should think in the following 
terms, and that is, while there's nothing sacrosanct about 
a quick decision here, we should be looking for ways Co 
get information that will lead us to a decision on the 
dual path. Although the goal today might be a little 
a.mtitious, I would suggest that we have a goal of some 
nir.d of interim leaning one way or the ocher by the end of 
t.he meeting today. And if we don't we don't, but let's 
yust set that up as a goal to where we try to get enough 
information where there's on an interim, not a committed 
basis, but gust this is the way you're leaning or I'm 
.ear.ing, and gust get a sense cf that. 

The other thing I'd like to do is discuss some 
of the issues that we .have. It is not practical at this 
moment to bring in an independent knowledgeable, up to 
date expert on so.me of the issues that we heard yesterday 
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that were in conflict with the business plan that 
management has put together and that this Board has 
supported now for over four years. 

In a way, if you want to describe it - - and this 
is not original with me *- we had two presentations 
yesterday, effective presentations in my view, found some 
sympathetic audience on some topics with some of us. We 
have not heard comments from someone who ought to know 
that might be of a different opinion with respect to our 
own business plan. 

Also, we had the advocate for the M&A people 
yesterday. We have not had anyone -- we have not had 
anycne speak on behalf of the IPO. And at the risk of 
Jtnowing that some cf us may be tempted to dilute 
management's arg'.iment about the IPO from the standpoint of 
pctential conflict of interest, we know these people 
pretty well and each cf us has his own factor to divide it 
by. 1 nonetheless would like to hear management's view, 

A, cf seme cf the things that were raised yesterday that 
were opposed to its and our current business plan; and 
because if rranaae.ment cares to talk about the advantages 
cf an IFC as eppesed to an KiA. 

This is not rehearsed. I have not asked Nick, 
his team.. If they don't want to, that’s fine, too. But 
if they want to m.ake some comments about the benefits of 
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1 way to go. 

2 What is it about AVLIS -- I mean, could they do 

3 that and still meet the statutory requirements? Could we 

4 sell to such a bidder and still meet the statutory 

5 requirements? Is the statute clear on that or can an 

6 argument be made that the statute at least inqslicitly 

7 assumes that whoever buys USEC will have a viable AVLIS 

8 program going forward? 

9 MR. MOORE: Yesterday J.P. Morgan actually gave 

10 a short answer to that question. Tim Ryan spoke up on it. 

11 Two things were stated: one, that AVLIS is not in the 

12 statutory criteria; however, it is replete through the 

13 Congressional history, the discussion of the creation of 

14 the company and the privatization, and the anticipation is 

15 that AVLIS continues, that Chat's the anticipation. 

16 That's the read from the statute. So that 

17 allows this Board to give AVLIS life. And clearly Che cap 

18 on AVLIS funding was a cap on government funding, not a 

19 cap on funding forever. Which leads one, using the 

20 statutory construction approach, the anticipation of the 

21 Congress was AVLIS would indeed continue and would 

22 continue in a private sector mode or private funding. 

23 If you look at the history of significant 

24 government expenditures over the years, clearly the 

25 Congress did not intend for this government corporation to 
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1 terminate AVLIS and end it on this side of privatization. 

2 As a purely legal matter, you have no reference to AVLIS 

3 in the criteria, but you have criteria that encompass 

4 AVLIS by their broad terms. 

5 The second thing, though, is clearly my reading 

6 of the law is that Congress expected AVLIS to continue, 

7 but in a private sector mode. 

8 MR. GOLDMAN: Bill, I think the take on that, 

9 and it's clear -- in fact, in our discussion yesterday I 

10 think Tim was very helpful . If you go back and look at 

11 the statute, it’s replete with references to AVLIS. 

12 MR. BURTON: Right. 

13 MR. GOLDMAN: And it is clear that the Congress 

14 thought that AVLIS was a major asset that they were giving 

15 to the company. At the same time, I think it's pretty 

16 clear from the statute that as part of creating a private 

17 company it was up to that private company as to what to do 

16 with it. 

19 So I think that’s a circular way of getting back 

20 to your question, which is if you believe, based on your 

21 experience, that that asset is worthwhile, like the 

22 Congress did when they gave it to the company, then you 

23 can satisfy viability and reliability and running the 

24 facilities with the pursuit of AVLIS. But it fits in: 

25 They gave you the resource and you have to make the 
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1 decision. 

2 I think that ' s the way the statute works . 

3 MR. EIFAKES: Can I add a business perspective. 

4 In '94 the Board was faced with a decision on what to do 

5 for the future. We looked at viability as staying 

6 competitive, so we did a study. It took us over a year to 

7 do this, and the study looked at three things: continue 

8 operating the plants and investing in them; go with AVLIS; 

9 or go with centrifuge. 

10 We concluded that the best way to stay in the 

11 business was to build AVLIS and to build it as quickly as 

12 possible, because the savings -- the sooner you realize 

13 the savings, the easier it was to justify the investment. 

14 So we ran a series of studies where we did. present value 

15 analysis of cash flows from the various things, and 

16 clearly, based on chat analysis, AVLIS was the winner from 

17 strictly the business side, staying, maintaining a viable 

18 company, a competitive viable coii 5 >any. 

19 I can tell you, a SWU going forward is not 

20 going to keep this company conqjetitive and viable. We're 

21 seeing a market where Che prices are declining. So chat's 

22 just not the ballgame. 

23 MR. BURTON: Mr. Chairman -- and I appreciate 

24 that and I think that’s part of what you're calking about 

25 they're responding to. That's not the question I'm 
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1 asking . 

2 I'm looking right now for some -- what are the 

3 bounds of our authority? Does our authority allow us to 

4 sell to a bidder who's not going to operate AVLIS? Now, 

5 so I'm really looking more at a legal thing, but I think 

6 it's something we all have to deal with, because it would 

7 be interesting -- I think it's more than informative to 

8 know whether that's something we can even consider or not. 

9 And if it's not something we Coin consider, then we need to 

10 look at the issue of does AVLIS survive with a business 

11 plan that offers the kind of draconian cuts in AVLIS that 

12 Carlyle is proposing. 

13 Now, my question to you would be, AVLIS is 

14 replete in there, but Congress damn sure knew how to tell 

15 the Board what it had to consider when it sold the 

IS company, because it listed operation of the GDP's 

17 specifically. To me, if Congress intended the Board to 

18 require that AVLIS continue operating, it would have been 

19 a bullet point in that list, too, right? 

20 MR. GOLDMAN: Right. They left it up to the 

21 Board to decide whether or not they could fulfil the 

22 criteria with AVLIS. 

23 To answer your question. Bill, where these two 

24 things intersect is that, to the extent that the record of 

25 this company and this Board is replete with decisions that 
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1 say AVLIS is important to remain conjietitive to the future 

2 of this business, then you would be hard-pressed in 

3 fulfilling the statutory criteria to reverse positions now 

4 in terms of your own record and your interpretation of the 

5 statutory criteria, because you have to do that in order 

6 to say it's fine to sell to someone who's sort of doing in 

7 AVLIS. I think that's the legal interpretation. 

8 MR. MOORE: This Board has followed every 

9 stairstep when it comes to AVLIS to the letter. You 

10 decided to seek commercialization. You approved funding 

11 for that. There's a list in the statute of all the future 

12 activities that this Board could take and you have been 

13 taking them seriatim. 

14 The reason I believe there is not a continued 

15 AVLIS as a ninth criteria is because of the R and D phase 

16 that Congress observed in it. GDP's are different; 

17 they've been there for 40 years. AVLIS, instead, they 

18 have laid out a development plan for this Board to adopt, 

19 and indeed step by step you have been auJopting it, even to 

20 the extent of having language on siting. There's language 

21 on AVLIS siting. That gives clear, clear instruction from 

22 the Congress that they anticipate that, if the science is 

23 sound, that AVLIS will continue its development phase, 

24 even to the point of a siting decision, which we would be 

25 authorized to do should you choose to do it. 
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That ' s in the statute . That to tne gives clear 
explanation of Congress' intent that AVLIS is to continue 
into the future. Because it's an R and D project, they 
turned that final decision over to you the Board on 
whether it continues or not. But they set up all the 
steps to have it be a viable activity into the future. 

MR. BURTON: Now, you have the situation where 
we had a bidder who came in here yesterday who had some 
involvement with AVhlS, who says basically you're taking 
Che wrong approach to it; you should take this different 
approach; and in fact, you can create " SWU, i , , SWU by 
taking this approach on the GDP's. 

My point -- and therefore you can remain 
competitive like that; that you've been saying you're 
going to deploy AVLIS in seven years for the last four 
years and it’s still seven years out. 

Since Congress gave us the option of doing that, 
why can't we accept that? You know what I'm saying? 

MR. GOLDMAN; I know exactly what you're saying, 
and I'll go back to the point that I made before, which is 
you need to reverse your own record with regard to the 
priorities that you have already determined are the 
critical issues for the future of this company if you are 
to now say, even though it was seven before and it's seven 
now, we're still comfortable with 14, because that's what 
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these guys are basically saying. 

And if up to this point this Board had not been 
comfortable with 14 and has repeatedly made decisions and 
authorized expenditures of money that relate to the 
development of this technology, then in interpreting the 
statutory criteria you'd have to reverse your own 
direction to accept something that says 14 years. That's 
the legal analysis. 

MR. BURTON: Well, we could do that, right? 

MR. GOLDMAN: You could do that. 

MR. BURTON: Okay. All right. I'm trying to 
figure out the bounds of our authority, that's what I'm 
trying to do. 

MRS. GREENE: And would you say that -- the only 
thing that I would question is your characterization of it 
as being a reversal of a decision that the Board has made. 
I think I would phrase it in terms of we got pretty 
consistent input from our first opportunity to have 
external sources give us input, that the AVLIS projections 
were not realistic. And so we may, rather than 
characterizing it as a reversal, I think you could just as 
easily characterize it as some additional input that would 
make us have a more realistic or a somewhat different view 
of the deployment, a realistic deployment schedule for 
AVLIS. 
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1 question is, well, why are you spending this kind of money 

2 at Livermore. And it has to do with licensing, waste 

3 disposal, and all the things that you need to go through 

4 if you get independent of a DOE facility today, which 

5 would slow the program down even further. 

6 We looked long and hard about taking that fence. 

7 owning the buildings and moving the fence and getting rid 

8 of Livermore, and the consequences of that were something 

9 that just were intolerable. I mean, these things have 

10 been studied for a long time. I realize there have been 

11 delays. That's the nature of R and D. I mean, you just 

12 have to expect that. We weren't building a plant. We're 

13 still in the development stage. 

14 I find it hard to believe that there will be an 

15 AVLIS facility if you have that type of delay and that 

1« type of expenditure. That's my opinion. It has nothing 

17 to do with M&A or IPO. I'm strictly addressing AVLIS. If 

18 there's a need for AVLIS or something to replace those 

19 plants, their plan, unless there are details that they've 

20 got that they just have not disclosed to us, doesn't get 

2 1 there . 

22 MR. TIMBERS: Let me make a couple points, if I 

23 could step in here. First of all, there have been 

24 extensive external analysis of AVLIS. This has not just 

25 been a management program, it's not been a Board program. 

ALDEiaON REPORTING COMPANY, INC. 

(20Z)M9-22«) / {«») FOR DEFO 

nil FOURTEENTH STREET. N .W. SUTIE «00 / WASHINGTON. D.C, MOOS 



114 


212 

Since 1994 when we stopped AVLIS to take a look at it, 
there has been one, two, three, four, five, six external 
independent analyses about whether this is a good program 
to pursue in different venues: one the total program; NRC 
licensing: there was two in '94; there was one in 1995; 
there was one in 1996; and there were two in 199? -- 
external professional analysis, unbiased, not trying to do 
a sales pitch, as Jim indicated. 

So that there is substantive documentation about 
whether this is the correct approach, to check our theory. 
Every time you go into an R and D project and you're 
moving into commercial deployment, you always want to be 
sure that you're right. If we're spending $160 million a 
year, I want to be damn sure we're right and we’re on the 
right course and we're going to achieve the results that 
we want to do. 

Now, I mention $160 million because that's a key 
amount, because what we're doing is we're going as far and 
as fast as we can to bring this into commercial deployment 
quickly. And it's not just for the sake of bringing 
equipment on or doing a new R and D project, but it's to 
help make the company more competitive. It is our 
decision and our conclusion back in 1994 that, with the 
trend in the marketplace -- the one thing that was never 
addressed yesterday was that we're in a con^titive 
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have that referenced. 

MR. RIFAKES: We'll do that. 

CHAIRMAN RAINER: Okay, thank you. 

Chris, do you have anything else to say? Your 
expertise is generally in this field. What should we be 
thinking about this part of it? 

MR. COBURN: Nick's kind of been interrupted. 

I'm interested in what he has to say. 

CHAIRMAN RAINER: Okay, okay. 

MR. TIMBERS: The first element is the 
competitiveness analysis. We think it's essential, it's 
essential in terms of the long-term viability of this 
corporation, to be in a competitive marketplace as soon as 
we possibly can. 

We decided not to do a pilot plant for a couple 
of reasons, but the most important thing is the marginal 
benefit of certainty chat you gain by a one-line plant was 
not worth the cost, the time, or the sacrifice of 
competitiveness. That's the decision we made back in '94, 
a clearcut decision. 

We made the decision not to do, specifically not 
to do what Carlyle's proposing. And we think that all Che 
test results that we've had over the last 18 months, that 
it has proven probably to be the right decision. 

you're right, Margaret, when we got this thing 
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1 MR. BURTON: When wili we get a recommendation 

2 from you? 

3 MR. DERRYBEERY: I wish I could answer the 

4 question. 

5 MR. BURTON: Right now, right now you are 

6 neutral? 

7 MR. DERRYBERRY: Right. 

8 MR. BURTON: And Skadden? 

5 MR . GOUDMAN : 1 think - - and we could get into 

10 this in more detail when you want to. As we tried to 

11 outline yesterday, I think that we have some serious 

12 concerns, as we said, which you have to take a deep hard 

13 look at, at the question of whether or not these statutory 

14 criteria can be satisfied in view of the leverage issue on 

15 the Carlyle transaction, in view of the reinvestment issue 
1€ relating to the gigantic gap between AVLIS 14 years out 

17 versus 7 years out, and in view of the Lockheed track 
1® record in performing in terms of the record that Lockheed 

19 has in front of this Board and the idea of turning this 

20 business over to them in view of that record. 

21 1 think we have concerns about all three of 

22 those points in the context of the statutory criteria. 

23 MR. COBURN: Les, I just want to know -- and I'm 

24 not trying to advocate one position or another at this 

25 time, but I think 1 made the point to someone yesterday, 
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if you took out Portsmouth we would all be raving about 
Lockheed. So something is right in the company, but at 
Che same time obviously we have problems . 

MR. BURTON: Can 1 follow up on Les' point? And 
I appreciate that. I appreciate your candor there. But 
also, to make sure we understand, you know. Treasury's 
kind of done the Board a favor by caking us, by 
eliminating the possibility that we'll serve on Che 
subsequent board, because we really have only what's in 
the best interest of the shareholder. 

CHAIRMAN RAINER: May I interject something? 

MR. BURTON: Yes. 

CHAIRMAN RAINER: Treasury didn't do that. We 
did that to ourselves. 

MR. MOORE: I think it's healthy. I think it's 
healthy. I think it's really helpful to understand 
people's motivation here, and I think for the most part we 
know where the financial advisers are and we know kind of 
where management is. 

But we haven't really talked about your 
situation, Les, and just for a second if we could kind of 
talk about that. The unions did raise it yesterday. You 
do have a fairly sizable contract with U.S. Enrichment 
Corporation, your law firm does. 

MR. GOUDMAN: I think in terms of all Che 
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advisers we probably have by far and away the smallest. 

MR. BDETON; Okay. 

MR. GOLDMftli: I don't think there's anything 
stupendous about our contract. 

MR. COBURN: We have the smallest contracts. 

DR. yOUNGBbOOD: Yes, exactly. 

MR. GOLDMAN: I’ll grant you that. 

MR. BURTON: But I mean, you have been -- the 
advisers have come in for purposes of selling the 
corporation. You have been from ground one. You helped 
convert this from a Department of Energy function to a 
very successful government corporation. You've been a 
part of the team, quite frankly. Albeit an outside 
contractor, but you've been an important part of the team. 

My question is, now, we've got a bidder that's 
corns in, as we calked about, with a very heavily marked- 
up document. They had their own attorneys with them, a 
very credible law firm out of Los Angeles. I have no idea 
what and I chink we talked a little bit about the fact 
chat Skadden had done some work for Carlyle, but currently 
is not representing Carlyle. 

Has there been any discussions with the Board 
about -- I mean, with the company, about, in the event of 
an IPO, whether Skadden would remain the counsel for the 
new company? Bob, can you? 
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1 MR. MOORE: I*d like to take that. 

2 Absolutely not. This company does not, with 

3 contractors, does not make promises with regard to one 

4 path or the other, 

5 MR. BURTON: Oh, I'm not asking about promises. 

6 I'm talking about discussions. 

7 MR. MOORE: I'm saying promises, discussions. 

8 That's not the way that we conduct our business. Congress 

9 set up the government corporation to operate successfully 

1C until the Board chooses to privatize and so we have 

11 contracts that are on the books that are over many, many 

12 year periods and depend on the skill of the contractors. 

13 As long as they continue operating to the satisfaction of 

14 the company, they stay. If they're not operating 

15 satisfactory to the company, they go. And we retain that 

16 flexibility. 

17 But there are no discussions or promises that 

18 someone stays with one path, but goes with another path. 

19 MR, BURTON: But isn't it fair to say, though, 

20 that generally you, like the Board, has been satisfied 

21 with Skadden's performance today and that it's the 

22 expectation of all of us that if we go with an IPO that 

23 Skadden would remain counsel, at least initially, for the 

24 new corporation, versus at least the appearance yesterday 

25 it seems like of a fairly, at least a stronger possibility 
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that Slcadden would not be the chief outside counsel for 
the U&A company? 

I'm not saying that that's all factual. If 
anybody can dispute it, I want to hear that. But it may 
be something we want to take into consideration in 
considering recommendations. 

MR. GOLDMAN: Bill, might I address that -- 

MR. BURTON; Absolutely. 

MR. GOLDMAN: -- for a second? The single most 
important -- number one, the answer is there have been no 
discussions about future eit5)loyment . 

Number two, the single most important thing to 
Skadden, as is the case in any deal where we work for 
different parties on different sides at different times - 
Z think it's true of all the advisers -- is the 
professionalism and the expertise that we bring to bear 
and acting ethically and properly and giving our best 
possible advice at any given moment. 

In terms of your question as it relates to a 
view, I would say that since we've been here, since the 
inception and we've been outside counsel for the company, 
it gives us some particularly interesting insights into 
activities, for example related to the conduce of 
Lockheed, whether it's aggravations in terms of going to 
meetings, whether it's getting to the NRC, whether it's 
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following the rules of the contract, on a whole range of 
insights as to the capabilities of this company. 

And I didn't hear anything negative from 
Lockheed about us. The union was the one who raised it. 

It wasn't Lockheed- And we haven't worked for them at 

all. 

But I think we're uniquely situated to have 
insights with regard to who can fulfil the obligations of 
the statutory criteria. Frankly, I personally go all the 
way back to having worked on the legislation and 
participated in the Smith Barney study which created the 
statutory criteria to begin with. So there are insights 
there. 

V?hen you ask the question of where are we coming 
from when we give substantive and political advice, in 
this town -• and I've been doing that for the last 28 
years - - I think we come at it from the professional best 
shot we can give you in answering that question, without a 
bias for future employment or past gain. 

MR. BURTON: Well, and to be fair, my point on 
the record was that everybody's satisfied with your 
performance, or at least my understanding is management 
is; as a Board member I've been very impressed with 
Skadden's work on this, every aspect of it. I 
particularly sung the praises of the S-1 recently. And 
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1 nobody 1 think has questioned that. 

2 I just think it's important to understand. For 

3 example, quite frankly, I didn't know you go back to the 

4 Smith Barney study, which was Nick's introduction to this 

5 process, right? So I'm just saying there could at least 

6 be a perception -- and unfortunately we're in Washington, 

7 so we've got to deal with that perception -- that our 

8 legal advisers have a pretty close connection with 

S management. And I don't think there's any question about 
1C management’s preferences in these two choices. 

11 MR. GOLDMAN: The answer I gave related to the 

12 best shot at the statutory criteria, not who would get the 

13 job. 

14 MR. RIFAKES: I'm Offended at that as a member 
li of management. I'm 64 years old. I'm not looking for a 
16 new career. And my job is to see to it that this 

1~ corporation continues in a viable manner, and that's my 

15 choice. 

IS And when I speak about the operating issues, 

2C they're independent of MtA or IPO. 1 personally don't 

21 care. I do care to see this corporation continue. So if 

22 there is an implication that there is a leaning one way or 

23 another, I have to object to that. Bill. 

24 MR. BURTON: Well, I regret -- 1 mean, I regret 

25 that you do. I raised it previously with management and 
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1 I think what the bottom line here really -- and 

2 again, it‘s a wonderful opportunity for the Board -- is an 

3 excunple here where we just think from a competitive 

4 standpoint and the progress that ' s been made on AVLIS over 

5 the last couple of years that this is going to be the 

6 method by which this company stays viable on a going 

7 forward bapis and it’s the decision by where we decide to 

8 reinvest. Where the IPO would reinvest its cash flow is 
5 back into the company rather than retiring debt. 

10 CHAIRMAN RAINER: I have one question and this 

11 is for anybody in the room that heard something that could 

12 help me, who also would be willing to say. And that is, I 

13 asked Allen if their major change in the business plan for 

14 AVhlS, slowing it down and so forth, were based on data 

15 from where the science is and the RaD is, or from his 

16 overall general experience dealing with these things in 

17 his career. 

18 He answered both, but I didn’t hear the data 

19 part too well. Did anyone hear the data part very well? 

20 Did he say anything that was substantive that he had some 

21 of the same information that we’ve seen with these results 

22 and all that and his analysis were such that, bingo, this 

23 drives a new decision to lead to the business plan that 

24 they have? 

25 DR. YOUNGBLOOD: I didn't hear any data. I 
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1 MR. TIMBERS: Well, I’ll let George answer it, 

2 but I'll tell you, one thing is that every day that 

3 privatization is delayed is delay of deployment of AVLIS, 

4 and it's been that way for about two years. 

5 MR. COBURN: Now wait a second. I'm sure that 

6 that is partly true, but on the other hand we have had 

7 significant technology challenges in the last two years. 

B MR. RIFAKES: But there are a lot of things on 

9 the critical path, including NRC, and until we buy a site, 

10 which is beginning deployment, we cannot really start the 

11 NRC process. 

12 MR. TIMBERS: As you’ve seen the schedule slip 

13 out, it has been a direct result of the delaying of the 

14 licensing and the siting process. 

15 MR. RIFAKES: Right. 

16 MR. TIMBERS: It’S not been a technological 

17 thing, it's been a siting delay. So that there are BO- 

19 day plans in this corporation of what you do 90 days after 

19 privatization and the number one thing is to begin the 

20 siting process for AVLIS so as to stop this delay of this 

21 on a going forward basis. 

22 DR. YOUNGBLOOD: Again, and I mention this point 

23 

24 CHAIRMAN RAINER: Excuse me, Kneeland. 

25 Did anybody hear any data? This seven-year 
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Second of all, the plan that is put forth by Carlyle comes 
out with a unit production cost at the end of the five- 
year period higher than ours. 

So that I think that again, I guess I would 
characterize as to whether we're biased in this process, 
I'm very biased. I'm biased to our plan. I'm biased to 
the AVLIS plan that we have and I'm biased to what I think 
is a good operating plan that we have, that is reflective 
of realities of how the plants operate -- keep them going 
with a proper capital investment for the five-year period 
at about the same level of investment that the Carlyle 
Group does and result in a lower unit production cost. 

George? 

MR. RIFAKES: We've looked at the proposal for 
the GDP's rather carefully. I've had Jim Miller and 
others going through it. And there are some apparent 
inconsistencies and I would just like to point out a 
glaring one. 

On the one hand, they say that they're going to 
improve ..union relations. Now, you heard the union 
yesterday. And on the other hand, they say they're going 
to reduce 1710 people. How they can achieve both those 
things is a cjuestion that I think needs to be asked, 
because the reduction in personnel is almost the 
equivalent of shutting down a plant, and we've all been 
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1 way. 

2 You've seen our strategic plan. You have seen 

3 that chart that shows how we think we're going to do this 

4 and we can do this in a profitahle maxmer. 

5 Nuriber three is to bring AVLIS into commercial 

6 deployment on time and on budget. One of the four major 

7 central concerns of this company is to do exactly that. I 

8 think that it is a challenge. Every one of these things 

9 is a challenge. This business is a challenge. But we 

10 feel confident in the development that's occurred, that 

11 has happened in the last 18 months, in the successes of 

12 the AVLIS development, that we can do this. 

13 We have found there are ways that constantly we 

14 have been challenged in this business over the last five 

15 years. From the very beginning, I was told back in April 

16 of 1993: Change the transition date because you'll never 

17 do it. We did it. Change the date of NRC certification; 

18 you'll never do it. We did it. The same challenge here 

19 with AVLIS is to bring AVLIS on line on a timely basis and 

20 on budget . 

21 The fourth challenge and opportunity is to 

22 strategically grow DSEC's business. We believe very 

23 strongly, we've believed from' the day we started here, 

24 sitting at this table, that we should broaden our 

25 operational base to go into new business opportunities 
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CHAIRMAN RAINER: And we are liable co come back 
to it as we calk about these others, but, in and of 
itself, that is the ouestion. It sounds like we are all 
pretty comfortable chat there is reasonable assurance of 
enough capacity in both of these strategic plans. 

1 would like to talk about the gaseous diffusion 
plants tests. It says here we are directed to set out Che 
met.hcd and terms for the transfer of the gaseous diffusion 
plants that wril provide for the continued operation of 
tne Department of Energy's gaseous diffusion plants. This 
IS an interesting one, because -- well, you know what, let 
me hold that one. 1 am going co move on to reliable and 
economically domestic. I am sorry; we will come back Co 
' r.s 3I^r ' s 

We need to think in terras of what chat means. 

E_i : wou.d like to move or. to this "transfer chat will 
crcvide fee the public interesc in maintaining reliable 
arc eccnoraical domestic uranium raining and enrichment 
industries ‘ This is where we're presented with two 
radically different business plans with respect Co AVLIS 
anc t .“.e DDr's 

■Wr.c wants- tc get started on it? 

M? ■iC'Jl.'lELCCD : will simply make the 
scatem.rr.t that 1 think tdth cf them feel that they satisfy 
these criterta T.hey ;ust dd it in radically different 
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ways, one with an investment in AVLIS and the other an 
investment, a greater investment in the GDP's. 

It is my opinion that I would rather see the 
investment -- having been here since the beginning of this 
company -- to have the proceeds of these billion-plus 
dollars go toward the reinvestment in AVLIS and the 
success of the company 'as compared to paying down debt. 
That is my opinion. 

But I think that both of them meet the criteria. 

MR. B’JRTON: Could one of the advisers explain 
the dividend issue that separates the two proposals before 

us^ 

MR. DERRYBERRY: The dividend issue? 

MR. BURTON; Yes. Isn't it a thought that the 
privatized company - - I am sorry -- the IPO company would 
pay a dividend? 

MR. DERRYBERRY: Yes, the IPO company is 
proposing to pay a dividend. The last number I saw was 
Cl 1C million. 

MR. KOLZSCnjri: It IS a function of the size of 
tr.e deal It is rougnly a “-percent yield on whatever the 
deal IS 

MR DERRYBERRY That dividend is paid to the 
public investcrs The MiA deal, that cash flow, plus the 
AVLIS cash flew, is essentially used to pay interest and 
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The Honorable Robert E. Rubrn 
Secretary of the Treasury 
Washirrgton. D.C 20220 

Dear Mr Secretary 

On June 5. 1998. the U S Nuclear Regulatory Commission (NRC) provided the U.S. 
Department of Treasury with a recommendation on the ability of the privatized U.S. Enrichment 
Corporation (USEC). resufbng from the inrtial public offering (IPO) proposal, to meet the USEC 
Pnvatization Act (P.L. 104-134) restriction regarding the maintenance of a reliable and 
economical domesbc source of uranium enrichment services. NRC had determined that the 
proposal would meet the restriction based on a Standard and Poor's credit rating of “A-’ for the 
IPO 

Since that determinatton was provided, USEC has revised the financiat structure of the IPO 
proposal, causing the previous 'A-* Standard and Poor's credit rating to become inapplicable. 
Based on the new financiat structure. Standard and Poor's has detennined a credit rating of 
•aaa* ■ USEC has provided to NRC the Standard and Poor's credit rating of ■BBB+* for the 
levisod IPO proposal This credit rating was reviewed according to the criteria set forth in 
NRC s Caseous Diffusion Plant Certification Standard Review Plan (SRP). Chapter 1 4. 
•Determination of Foreign Ownership, Control, or Domination, Common Defense and Security, 
arrd Reliable and Economical Source of Domestic Enrichment Services." As the credit rating 
meets the entena stated in the SRP, NRC has determined that the privatized USEC. resulting 
from the revised IPO proposal, will meet the USEC Privatization Act restriction regarding the 
maintenance of a reliabie and economical domestic source of uranium enrichment services. 

Sineerely. 

Shirley Ann Jackson 
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RISK FACTORS 

Id addidoQ to tho other information contained in this ProspectuSr the following factors should be carefully 
considered in evaluating an investment m the Shares. 

Risks Assodated vntb Emidiinent Operadons 

Use of Chemicals in Enrichment. The Company’s operations at the GDPs involve processes that utilize 
a large number of different chemicals in significant quantities, many of which are tone. The primary chemi^ 
used by the Company is uranium hexafluoride (UF^), which is solid under norizial conditions, but becomes a 
gas when heated as part of the Company’s enrichment proces ses . If the che mi cal gas form of uranium 
processed by the Company, is released into the atmosphere, it reacts with water v^xir in the w to create 
hydrofiuoiie acid, a highly toxic compound, and uranium, a heavy metal. The primary risk pt^ed by such 
releases is to humans or animals in close proximity to the releases. In particular, the hydrofluoric acid is highly 
corrosive and can cause injury if inhaled or if it comes into contact with skin for a prolonged period, and the 
uranium if ingested can cause kidney damage. The Company follows strict procedures and precautions in the 
handling, storage and transportation of the materials used in its operations, and there have been no significant 
releases into the environment in the Company’s history. Nevertheless, if an accident were to occur, its severity 
could be significantly affected by the volume of the release and the speed of coirrctive action mken by GDP 
personnel, as well as other factors beyond the Company’s control, such as weather and wind conditions. 

Dependence on Large Production Facilities. The Company’s operations are subject to those risks 
inherent in operating large scale production facilities. Significant or extended unscheduled downtime at either 
GDP due to: (i) equipment breakdowns; (ii) power mterrupdons; (iii) regulatory enforcement actions; 
(iv) hazards inherent in operating a large scale Industrial facility such as labor disruptiens; or (v) interruptions 
caused by potential natural or other disasters, including earthquake activity in the vicinity of the Paducah 
GDP, could materially adversely affect the Company’s ^>erations and financial condition. In particular, as 
process equipment goes offline, it becomes less cost efficient to produce each SWU. See “Business ~ 
GDPs/Operaiions’’ and “Business Employees.” Further, in the event of an extended reduction in, or 
suspension of, operations at the Portsmouth GDP, the Company would be unable to fulfill customer orders 
solely from the Paducah GDP. In the event of a suspension of operations at the Paducah GDP, the Company 
could fulfill some, but not all, of the customer orders solely from the Portsmouth GDP. The Company’s 
current and planned insurance policies provide coverage against some, but not all, of its operating risks. 

Contractual Commitment to Operate the GDPs. The Company has entered into an agreement with the 
U.S. Treasury (the “Treasury Agreement”) pursuant to which the Company has committed to operate both 
of the GDPs until January 1. 2005, subject only to limited exceptions, including evenu beyond tbc Company’s 
control such as fires, fioods and other acts of God, maintenance of certain financial ratios, a significant 
reduction in the worldwide demand for SWU. a significant reduction in the average price for SWU. or a 
significant decrease in operating margins, among others. See “USEC Formation and Privatization — ■ Certain 
Continuing Arrangements Involving the U.S. Government After Privatization.” The Company has committed 
to purchase 5.5 miUion SWU under the Russian HEU Contract in each of the years 1999, 2000 and 2001, 
expects to purchase 5.5 million SWU in each of the years following 2001, and could begin enrichment 
operations at an AVLIS facility in 2004. There can be no assurance that the commitment to continue 
operations at both GDPs will not advenely affect the Company’s financial performance if the supply of SWU 
from sources other than the GDPs increases, or if demand for SWU, SWU prices, or operating mar^os 
decrease by less than the amount set forth under the exceptions to the commitment which would otherwise 
permit the Company to reduce operations at the GDPS. 

Reliance on Nuclear Utility Industry; Customer Concentration 

The Company’s future prospects in the uranium enjicbment business are tied directly tt) the nuclear 
utility industry world-wide. Events affecting reactors under contract with the Company ot evens affecting the 
industry as a whole, such as business decisions concerning reactors or reactor operations, regulatory actions or 
changes in regulations by nuclear regulatory bodies, accidens or civic opposition to nuclear <^>eratioiis, could 
have a material adverse effect on the Con^rany to the extent such evens result in the reductiMt or elimination 
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of requirements, the suspension or reduction of nuclear reactor operations or cancellation of new nuclear 
rector construction. 

Domestically, the NRC has temporarily suspended operations at certain reactors due to safety concerns 
at those reactors over the past year. In addition^ business decisions by particular udliti^ that take into account 
economic factors, such as the price and av^bility of alternate fossil fuels, the need for a reactor’s generating 
edacity and the cost of scheduled and unscheduled maintenance and repairs, have resulted in suspended 
operations or eariy shutdowns.of some reactors and could result in additional suspensions or early shutdowns. 

In fiscal 1997, the Company’s 10 largest customers represented 50% of revenue and its three largest 
customers represented 21% of revenue. Nearly all contracts with the Company’s utility customers are 
"requirements” contracts, and a terminatioa or reduction of the nuclear fuel needs of any of the Company's 
major customers could have an adverse effect on the Company's financial performance. Further, the inability 
of a major customer to make timely payments could also have ah adverse effect on the Company's financial 
performance. See "Business — Customer Contracts and Pricing.” 


Competition; Currency Exchange Rates; Trrad Toward Lower Pricing 

Competition. The uranium enrichment industry is highly competitive. The Company competes with 
three other major producers: Tenex, a Russian government entity; Eurodif/Cogema ("Eurodif), a consor* 
tium controlled by the French government; and Urenco, a consortium of the British and Dutch governments 
and private German corporations. Sec “Industry Overview — Market for Enrichment Services” and "Busi- 
ness — Competition.” The Company's competitors may have greater financial resources (including access to 
below-market financing terms) and receive other ^pes of support from their respective governmental owners 
which enable such producers to be less cost sensiti^. in addition, decisions by foreign producer ma y be \\ 
influenced by political and economic policy considerations rather than prevailing market conditions. Further, 
purchasers in certain areas (particulaiiy Europe and the countries comprising the former Soviet Union) may 
favor their local producers, due to government influence or national loyalties. 

Currency Exchange Rates. The Company's marketing efforts can also be affected by changes in 
currency exchange rates. Because the Company’s costs and contracts are denominated in U.S. dollars, a strong 
dollar, as has been the case in 1997 and 1998, raises tbe price of the Company's enrichment services in foreign 
currencies and weakens the Company’s competitive position. Thus, a strengthening of the U.S. dollar against 
the currencies in which its competitors' costs are denominated could result in the Company lowering its prices 
to remain competitive, thereby negatively impacting profitabili^. 

Trend Toward Lower Pricing. The Company's profitability over time can be significantly affected by 
changes in the market price of which is influenced by numerous factors beyond the Company’s control. 
Including such faeton as industry overcapacity, excess inventory at customer facilities, global demand, new li 
technologies and production costs of other enrichment suppliers. While there are only a handful of enrichment 
suppliers, there is an excess of productioh capacity, and certain suppliers have announced plans to expand their 
capacities. See "Industry Overview — Market for Enrichment Services.” Overcapacity, coupled with sales of 
buyer-held inventory, and exports of enriched uranium from tbe countries comprising tbe former Soviet Union 
over tbe last several years have resulted in significant downward pressure on prices. Accordingly, new contracts 
have significantly lower prices per SWU and have substantially shorter terms than previous DOE contracts, 
and tbe Company anticipates that a trend toward somewhat lower prices will continue as tbe Company 
competes for new business. There can be no assurance that the Company's financial performance will not be 
adverrely affected by that trend. See "Business — Sales and Marketing” and "Management's Discussion and 
Analysis of nnancial Condition and Results of Operations.” 

Risks Associated with Purchases Under the Russian HEU Contract 

In January 1994, USEC entered into a 20-year contract with Tenex (the "Russian HEU Contract”). See 
"Business — Russian HEU ContracL” Pursuant to the Russian HEU Contract, tbe Company has ordered 
4.4 minion SWU, representing 33% of the Company's fiscal 1997 sales, for delivery in calendar IS^S, and has 
committed to order 5.5 millitm SWU, representing 41% of tbe Company’s fiscal 1997 sales, for delivery in 
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each of calendar years 1999 through 2001. The Company e]q>ects to purchase SJ» million SWU in each of the 
years following ^X)l during the remaining term of the Russian HEU Contract. As the vdume of Rusaan 
SWU purchase has increased, the Company has operated the GDPs at lower production levels resulting in 
h^er unit production costs. 

The Company’s objective is to man^e is production and inventory levels taking into accmmt anticipated 
purchases under ^e Russian HEU Contract in a manner that most efficiently meets customer demand for 
enrichment services. A limited number of deliveri^ by Tenex have been delay^ but thQ^ have not disrupted 
the Conq^ny’s ability to fill customer orders because of USEC’s existing inventory. However, an unantici* 
pated significant delay in deliveries of Russian SWU, or deliveries of SWU not meeting commercial 
specifications, could requue unplanned adjustments to production levels at the GDPs, and adversely iaq)act 
l^ofitabili^. 

The mecbanbm for establishing prices for SWU .purchases under the Russian HEU Contract through 
2001 has been set, and the prices are expected to be substantially higher than the Company’s marginal cost of 
producing SWU at the GDPs. Consequently, although the Company presently can retell the Russian SWU 
for more than it is paying for the SWU, such sales are less pnffitable than ^es of SWU produced at the 
GDPs. The effect of this pricing structure will become more pronounced if market |Hices for SWU decline 
further, and there can be no assurance that the price the Company pays for the Russian SWU will not exceed 
the price at which it can resell the material 

Under the terms of a memorandum of agreement (the “Executive Agent MOA”) between the Company 
and the U.S. Department of State and DOE, the Company can be terminated, or resign, as the U.S. Executive 
Agent, or additional executive agents may be named. In either event, any new executive agent could represent 
a significant new competitor that could adversely affect the Company’s market share and profitabiliQ'. 

Electricity 

The GDPs require substantial amounts of electricity (approximately 27.4 million MWhs in fiscal 199?) 
to enrich uranium, representing up to 59% of the Company's production costs. See “Business — Power.’* In 
light of the GDPs' power requirements, an unanticipated interruption to their power supply, including natural 
or other disasters affecting the generating or transml^itm facilities which significantly reduces the supply of 
electricity to the GDPs or an emergency curtailment of electricity, could have a material adverse effect on the 
Company to the extent it has to curtail operations for any length of time. In addition, to the extent that USEC 
does not have advance notice of a curtailment of power, the equipment could require significant additional 
maintenance and result in less efficient operations while being restored. 

The Company purchases firm and non^firm power to meet its production needs. The Company’s 
production costs would increase to the extent that the market prices of non^finn power, which represented 37% 
of the Company's fiscal 1997 power needs, were to rise. In addition, the prices that USEC pays for firm power 
could increase if there were additional regulatory costs or unanticipated equipment failures at the power plants 
supplying the firm power to the GDPs. The low-cost power purchase agreements pursuant to wbi(^ the 
Company currently purchases firm power expire in 2005. At that time, the contracts are subject to 
renegotiation, and the price the Company pays for firm power could increase significantly. See “Business — 
Power." 

Upon termination of tbe power contracts, the Company is responsible for its pro rata share of costs of 
future decommissioning, shutdown and dem<^ition activities for three coal-fired generating plants. Estimated 
costs are accrued over the contract period, and the accrued liabflity amounted to S1SJ2 millioa and 
S12.1 million at June 30, 1997 and 1996. respectiveiy. There can be no assurance that the Company’s pro rata 
share of total costs for such decommissioning and shutdown activities will not exceed the amounts accrued by 
the Company. 
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AVUS 

New Technology. There are a number of risks associated with the developmrat and commeicialization of 
AVLIS, a new laser-based uranium enrichment technology (see “Business — Advanced Laser-Based Tech- 
nology"), and any of these could have a material adverse effect on the Company's financial or competitive 
position. Additional equipment demonstration and testing activities are necessary before the Compare will be 
in a petition to finaUze its decision to construct a full-scale commercial fadlity. The Company could encounter 
unantidpated delays or expenditures at this stage. If the Company determines not to proceed with AVLIS 
depic^ent, the Company would pursue other options for enrichment services such as GDP upgrades at 
exploring other new technolt^es, which could have a material adverse effect on the Conq)any'5 financial m 
competitive position. In addition, the Company could incur certain additional costs in coimection with 
tenninating the AVLIS project, including payments to certain contractors. In the event the Company 
determines to deploy AVLIS, no assurance can be given that an AVLIS plant cOuld be completed as 
scheduled or that a full-scale faciliQ^ will operate at its design capaci^. 

Based on prelinunary design drawings and assumptions regarding the suitability of available dtes, AVLIS 
develqrment and deployment was estimated in September 1997 to cost approximate^ $2.2 billion from fiscal 
1998 through fiscal 200S. The Company periodic^y re-evaluates its AVLIS estimated costs and current^ 
believes this estimate could vary by up to 20%. If the Company determines to deploy AVLIS, there can be no 
assurance that development costs or construction costs associated with AVLIS would not be . higher than 
anticipated. 

NRC Licensing of A VUS. The NRC will have regulatory authority over the AVLIS plant and will have 
to issue a construction and operating license before construction can begin. The NRC will need to devek^ 
guidelines for its review of the facility. The development of the guidelines, or the nature and extent of any 
third-party intervention in the licensing process, could delay or otherwise affect licensing, which, in turn, could 
delay the commencement of construction. In addition, the NRC would likely require that the Company obtain 
commercial nuclear liability insurance as a conditimi to obtaining an NRC license since a commercial AVLIS 
facility will not be indemnified under the Price- Anderson Amendments Act of 1 988 (the “Price- Anderson 
Act"). There can be no assurance as to the availability, terms or coverage of insurance. 

Financing. The Company will require significant financing to achieve conunercial deployment of 
AVLIS. There can be no assurance that financing will be available when required, and the Company cannot 
predict the cost of or the terms on which such finandi^ would be available. 

Iniellectual Fropeny. The Company relies on a combination of patent laws, confidentiality procedures 
and contractual provisions to protect its propneury information and intellectual property rights related to the 
AVLIS technology. The Company has received a letter from a third party setting forth such third party's 
belief that AVLIS will use certain of such third parQr's technology. See "Business — Advanced Laser-Based 
Technology ~ Intellectual Property." In addition, the Company is aware of patents issued to third parties 
which cover certain technology used in laser-based products; the Company or its licensors may be required to 
obtain a license to one or more of such patents. There can be no assurance that third par^ infringement eiaiyr ff 
will not be brought against the Company in the future, that the Company would not have to pay damagga or 
would not be enjoined in the event any such claims were successful, or that the Company would be able to 
obtain necessary licenses to certain technology. In the event of such a successful claim of infringement, ^ 
Company believes that it can re-engineer the affected apparatus, ^tem or method or obtain any necessary 
licenses from third parties. However, in the event the Company were unable to successfully re-engineer m 
obtain from third parties any required licenses at a reasonable cost ot at all, a successfril claim of infringement 
could have a material adverse ^eet on the Company. 

International Trade Regulatioas 

The U.S. Department of Commerce and the governments cX European countries have m^Ktsed duties and 
other tisdt restrictions on the quantity of enriched uranium soured from the countries comprising the 
Commonwealth of Independent States ("CIS"). While Japan has not imposed formal trade restrictions on 
CIS-sourced enriched uranium, the general diflSculty of Russian products penetratmg the Japanese madtet 
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has effectively precluded sales into this market by Tenex. Changes in existii^ trade laws, r^ulations or 
relationships could enable Tenex to compete in markets formeriy closed to it'increased access by Tenex to 
these maritets could adversely affect the Company’s mari^t share and prc^tabiliQ'. See **Business — Foreign 
Trade Matters.” 

Fluctuations in Financial Results 

The Company’s financial results fluctuate due to cyclical demand. Deliveries of enriched uranium are 
determined by customers’ reactor refueling schedules which are affected by, among other things, the s^uonal 
nature of electricity demand and the operating availability of the reactor. Utilities try to schedule the 
shunlown of their reactors for refueling to coincide with periods of low demand, typically during the sprii^ and 
faU. For efficiency reasons, utilities also attempt to run their reacton for periods of 12 monflis, IS months, or in 
socie cases, up to 24 months between refuelings. This variability produces fluctuations in the Company’s 
revenues and earnings quaiter-to-quarter, and in some cases, year>to-year related to the timing of sales of 
SWU. See **Management’s Discussion and Analysis of Financial Condition and Results of Operations — 
Quarterly Fnancial Information.” 

NRC Regulation 

The GDPs are certified and regulated extensively by the NRC. The Company is subject to an NRC- 
approved compliance plan (the **Compliance Plan”) which requires, among other things, seismic upgrading of 
two main process buildings at the Paducah GDP. Although the DOE has compensated the Company for 
expenditures necessary to comply with the Compliance Plan (subject to a maximum amount) by transferring 
uranium, the Company will nevertheless need to make cash payments for such expenditures. There can be no 
assurance that expenditures required by the Company to fully comply with the Compliance Plan will not 
exceed the value of uranium provided by the DOE. 

The term of the initial NRC certification expires on December 31, t99S. and the NRC will evaluate the 
GDPs in connection with the renewal of such certification. In addiiioD, the Privatization Act precludes the 
NRC from issuing or renewing a license or certificate of compliance if the NRC determines that (i) USEC is 
owned, controlled or dominated by an alien, a foreign corporation or a foreign government or (u) the issuance 
of such a certificate or license would be inimical to the common defense or security of the United States or the 
maintenance of a reliable and economical domestic source of enrichment services. The NRC has established 
certain requirements as a result of this statutory directive, including a requirement relating to the financial 
viability of the Company providing enrichment services. If the NRC were to find that the Company did not 
comply with the foregoing requirements, it may refuse to issue or renew the Company’s certificates, impose 
certain material conditions, or take other action, which may adversely affect the Company’s financial 
condition. See ’’Business — Regulatory Ovenigbt.” 

EnvironmeiKat Matters 

The Company’s operations are, and after the Privatization, will continue to be, subject to numerous 
federal, state and local laws and regulations relating to the protection of health, safety and the environment, 
including those regulating the emissioa and discharge into the environment of materials (including radioactive 
materials). Pursuant to such laws and regulations, the Company is required to bold multiple permit in 
connection with its operations. The Company has filed for but not yet received permits required for the 
operation of certain air sources at the GDPs. In addition, certain permits held by the Company require 
periodic renewal or review of their conditions, and the Company cannot predict whether it will be able to 
renew such permits or whether material changes in permit conditions will be imposed. Failure to obtain 
permits or meet any conditioas contained therein, or the imposition of additional conditions could have a 
materia] advene effect on the Company’s results of operations or financial condition. 

The Company incurs substantia] costs for matters relating to compliance with environmental laws and 
regulations including the handling, treatment and disposal of hazardous, low-level radioactive and mixed 
wastes generated as a result of its operations. Operating costs relating to such environmental compliance 
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amounted to ^)proximatefy $24.9 milUon and $30.4 millicm for fiscal years 1997 and 1996, respectively, and 
capital expenditures relating to environmental matien amounted to approximately $1.8 million and $3.S mil- 
licm for fiscal years 1997 and 1996, respectively. The Company currently estimates that curating costs and 
c^itel expenditures for compliance with environmental requirements (exclutive of coste for future disposition 
of deple^ UF^) will remain at about the same levels in fiscal years 1998 and 1999. Costs accrued for the 
future treatment and disposal of depleted UF^ were approximately $7Z0 million in fiscal year 1997, which 
accrual will be eliminate as of the Privatization. The Comity expects that costs relating to the future 
treatment and disposal of depleted UF« produced from ite operations will be lower in each of fiscal years 1998 
and 1999. Due to the possibility of unanticipated extents or regulatory developments, however, the amount and 
timing of future environmental expenditures could vary substantially from those currently antidpated. 

The GDPs were operated by DOE and its predecessor agencies for approximately 40 years prior to the 
Transition Date. As a result of such operation of the GDPs, there are contammation and other potential 
environmental liabilities. The Company’s continued operations may also result in contamination and other 
potential enviromnental Uabilities. The Paducah GDP has been designated as a Superfund site, and both 
GDPs are undergoing investigations under the Resource Conservation and Recovery Act (“RCRA”). 
Although the Privatization Act provides that the U.S. Government remains gener^y responsible for 
environmental liabilities arising from operation of the GDPs before, the Privatization, the Company is liable 
for environmental liabilities arising from the Company’s operations after the PrivatizatioiL See ’’Business — 
EnvironmentaL” 

Natural Uranium Sales 

Tbe Company anticipates supplementing its revenues from uranium enrichment services through sales of 
natural uranium in- its inventory and nanira] -uranium transferred to it by the DOE. Tbe quantity of material 
that USEC will be able to sell in any given year and tbe revenue generated therefrom will be dependent on 
market conditions (including any sales by tbe U.S. Government out of Its inventory) and prices at tbe time, as 
weU as statutory and contracruaJ restrictions on the volume of such sales. While tbe Company does not 
anticipate making significant natural uranium sales until after fiscal 2000, there can be no assurance that the 
Company will be able to sell such natural uranium at anticipated prices and quantities. The failure to complete 
sales of natural uranium as antidpated could have an adverse effect on the Company’s financial condition. See 
“Business — Narural Uranium and HEU from DOE.” 

Foreign Ownership Restrictions 

The Company’s Certificate of Incorporation (the “Charter”) sets forth certain restrictions on foreign 
ownership of securities of the Company, including a provision prohibiting foreign persons (as defined in tbe 
Charter) from collectively having beneficial ownership of more than 10% of such voting securities. The 
Charter also contains certain enforcement mechanisms with respect to the foreign ownership restrictions, 
including suspension of voting rights, redemption of such Shares and/or tbe refusal to recognize tbe transfer ^ 
Shares on tbe record books of the Company. See “Description of Capital Stock — Foreign Ownership 
Restrictions.” 


Anti-Takeorer ProTisions 

Under tbe Privatization Act, no person may acquire, directly or indirectly, beneficial ownership of more 
than 10% of USEC’s voting securities for a three-year period after consummation of tbe Privatization. The By- 
Laws establish certain advance notice requirements for tbe nomination of directors as well as for other 
stockholder proposals. Tbe Company is also subject to Section 203 of the Delaware General Corporation Law 
(“DGCL”), which could have the efiect of delaying or preventing a change in control of the Company. To the 
extent that these provisions discourage takeover attempts, they could deprive stockholders of opportunities to 
realize takeover premiums for their Shares or could depress the market price of the Shares. See “Description 
of Capital Stock.” 
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Year 2000 Complianee 

The Company has been upgrading its date-sensitive software and s)^ms in order to ensure that all 
software and systems, used in its operations will continue to operate without disruption because of Year SXX) 
issues. However, there can be no assurance that such program will identify and cure all software problems, 
titat entities on whom the Company relies for ^rtain services integral to its business, such as the power suf^ly, 
will successfully address all of their software and ^tems problems in order to <^)erare without disruption in 
2000. There can be no assurance that software or system failures or miscalculations causing disruptions of 
(q>erati(Hts or the inabili^ to process transactions will not occur because of the transition from 1999 to ^XXX 

Absence of Prior Pabllc Trading M.arket; Possible Volatility of Stock Price 

Prior to the Oflfering, there has been no public market for the Shares, and there can be no assurance that 
an active trading market will develq) or be sustained- after the Offering, or that purchasers of Shares will be 
able to resell thdr Shares at prices equal to or greater than the offering price. The offering price will be 
determined hy negotiations among the Company, the U.S. Treasury and the Underwriten and may not be 
indicative of the prices that may prevail after the Offering. Toe a discussion of the faemrs considered in 
determining the offering price, see **Underwriters.** Furthermore, the market |mce of the Shares may be 
highly volatile. Faaors such as announcements of fiuctuations in the Company’s or its competitms* operating 
results, events in the nuclear energy industry, and general market conditions for stocks in cooqjarable 
industries, such as the utility industry, could have a significant impact on the future price of the Shares. 
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The Company’s revenue and operating results can fluctuate significantly fiom quarter-to*quaner and 
year>to-year. Customer requirements and, in turn, SWU sale volumes are detennined by refueling sch^ules 
for nuclear reactors, which generally rai^e from 12 to 24 months, and are affected by, amor^ other things, the 
seasonal nature of electricity demand, the timing of reactor maintenance and reactors be ginning or terminating 
operations. The Company’s cost of sales has been, and will continue to be, adversely affected by amounts paid 

I to purchase SWU under the Russian H£U Contract at prices which are substantiafly higher than its mar gi nal 
pr^uction cost at the GDPs. In addition, as the volume of Russian SWU purchases has increased, the 
Company has operated the GDPs at lower production levels resulting in higher unit production costs. Pursuant 
to the Russian HEU Contract, Russian SWU purchases will peak in calendar year 1999 at S.S millinn SWU 
per year and are e:!q>ected to remain at that level thereafter. 

Results of Operations For the Nine Months Ended Mareh 31, 1997 and 1998 

Revenue. The Company’s revenue amounted to Sl,055.7 million for the nine months end^ March 31, 
1998, a decline of S67.7 million (or 6%) from revenue of $1,124.4 million for the corresponding period in fiscal 
1997. The decline in revenue was attributable primarify to changes in the timing of customer nuclear reactor 
refuelings causing a 9% decline in sales of SWU compared with the corresponding period in fiscal 1997. 
Average SWU prices billed to customers increased approximately 1% compared with the corresponding period 
of fiscal 1997, notwithstanding the overall trend toward lower prices for contracts negotiated since the 
Transition Date (’’New Contracts”) in the highly competitive uranium enrichment market 

Revenue from domestic customers declined $34.9 million or S%, revenue from customers in Asia 
increased S36.2 million or 12%, and revenue from customers in Europe and other areas declined $69.0 million 
or 49%. Changes in the geographic mix of revenue in the first nine months of fiscal 1998 resulted primarily 
from changes in the timing of customer orders. Sales of uranium to electric utili^ customers increased to 
$35.2 million compared with $22.3 million in the conesponding period in fiscal 1997. 

Cosi of Sales. Cost of sales amounted to $792.2 million for the nine months ended March 31, 1998, a 
decline of $41.2 million (or 5%) from $833.4 million for the corresponding period in fiscal 1997. The decline 
in cost of sales was attributable to the 9% decline in sales of SWU from the timing of customer orders, 
partially offset by the effects of lower production volume and higher unit costs at the GDPs and an increase in 
purchased SWU under the Russian HEU Contract. As a percentage of revenue, cost of sales amounted to 75% 
for the nine months ended March 31, 1998, compared with 74% for the corresponding period in fiscal 1997. 

In the nine months ended March 31, 1998 and 1997, SWU unit production costs were adversely affected 
by lower production facility capability, and the Company incurred additional costs because uneconomic 
overfeeding of uraruum was necessary at the Portsmou^ GDP to compensate for the production lost due to 
the unavailability of cells in order to insure that customer requirements would be met See ’’Industry 
Overview — The Enrichment Process — Overfeeding/Undeifeeding.*' 

Electric power costs amounted to $316.7 rnillion (representing 53% of production costs) for the nine 
months ended March 31. 1998, compared with $400.3 milUon (representing 59% of production costs) in the 
corresponding period in fiscal 1997, a decline of $83.6 million_(or 21%). The decline reflected lower power 
consumption resulting from lower SWU production and improved power utilization efficient. 

Costs for labor and benefits amounted to $177.9 million for tbe nine months ended March 31, 1998, an 
increase of $5.4 million (or 3%) from $172.5 million for the corresponding period in fiscal 1997. The increase 
reflected genera! inflation. 

Costs for the future disposition of depleted UF^ amounted to $45.2 million for the nine months ended 
March 31, 1998, a decline of $14.8 million (or 25%) from $60.0 million for tbe corresponding period in fiscal 
1997. Tbe decline resulted from lower SWU production overall and, at tbe Paducah GDP, mcffc efficient 
operations and economic underfeeding of uranium which in turn resulted in a significant reduction in the 
generation of depleted UF«. At March 31, 1998, the Company had accrued a total liability of $384.6 million 
for the future disposal of depleted UF^. 
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power tjQ miidmize the «Kt of power per SWU pnxiuc^. T^e Company has also c<»t a^ntaismeat 

gc^ isteaded m be adiieved tbrough improved power utflizatioiu morea^d SWU j^txiuc^km per labor bmir, 
and othn* materisd and service c<»t reductions^ USHI^ k «nnxmtted tX3 containing r^rating costs while 
ensuring continued cxtmpiiance vrith health, safety and envmnmenmi standards. 

Ckmmerdalize A VUS T tt:^!jno/ogy. USEC plans to complete the development and oennmen^ commer- 
c iallTa tian the next generation of uranium esridimeot technology, AVLiS, which uses las^ to enrich 
uranium, and which should permit USEC to remain one of the lowest cost suppliers of uranium enrichinent 
itervictes and enhance tte competitive pcsition. Tht Company believes that it wffl be able to deploy a full-scale 
AVtlS facility in 2005. In £^dition, it is pcssible that the AVLIS technology may have application in the 
medical, precision tool and semiconductor industries which the Company may elect to eTqrioie either on its 
own or through licenring arrangements. As AVLIS is being brought on line for production, the GDP facilities 
and AVLIS are expected to operate rimuitaneously. By 2006, AVLIS is expected to be ;^le to displace some 
or all of the production of the GDPs; however, the Company will evaluate hsues such as maritei demand and 
other supply sources at that time prior to making any decisbns with rtmpect to the GDPs. 

Diversify Over the Longer Term. The Company intends to divenify its business over dme into related 
strategic businesses that will contribute to the Company’s growth and profitability. Tliis strategy could, among 
other things, result in the Company becoming involved in other phases of the nuclear fuel cycle that draw on 
its knowledge of the nuclear industry thereby allowing the Company to become a leader in the global nudear 
stifttgy market Although the Company as a government corporation has not idenrified aty acquisition 
strategic alliances, it intends to pursue appropriate opportunities which, among other criteria, are expected to: 
(i) offer a favorable balance with respect to market poieatiai and manageable market entry risk; (ii) broaden 
USEC’s operating base beyond its core business in ways that allow for the leveraging of its core competencies; 
(ii!) diversify risk by being counter>cyclical to existing business; (iv) ears returns in excess of certain financial 
benchmarks including USEC’s cost of capital; and (v) be accretive to earnings within a reasonable period of 
time. 

Competitive Advantages 

Although the Company operates in a highly a»mpetitive environment, USEC believes that the following 
factote should enable it to compete effectively and continue as the world leader in the uranium emichment 
msurket: 

• Sirong Financial Position. USECs strong financial position results from a significant backlog of 
contracted services attributable to established customers and a pro forma balance sheet at March 31, 
1998 vdtb S550.0 million in debt (representing 32% of total capitalization, adjusted to include short- 
term debt). The Company has long-term requirements contracts with utilities to provide uranium 
enrichment services aggregating approximately $3.2 billion through fiscal 2000 and $7.4 billion through 
fiscal 2009. 

• Favorable Arrangements with the US. Government. Tht Company is the beneficiary of several 
favorable long-term arrangements with the VS. Government, implemented in connection with tkt 
Privatization. These arrangements, which will continue following the Privatization, include: 

- An advantagemts lease providing for nominal rent payirients for its production facilities with an open 
term renewal t^tion; 

> LoW’Cost power purchase arrangements pursuant to which USEC purchases electrici^ (which 
represents up to 59% of the Company’s production costs) at an average cost of -less than 2 
c«ite/kWh: and 

- The assumprioe by the U.5. Government of substantially all liabilities arising from the operation of 
the GDPs prior to the Privatization, including substantially ail environmental liabilities. 

• AVUS. USEC has the exclusive commeroial rights to the AVLIS technolt^ dervloped by tiie 
U.S. Govemntent and believes that it has a considerable lead-time ad'rant^e ov& otbera attes^ti!^ to 
develop similar laser-based uranium enrichment technology. The Company be&ves tins new technd- 
ogy has the potential to offer significant cost advantages over both gaseous diffusion and centrifuge 
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1 - Market Impact of USEC Inventory Sales 

In the January update of this report, we etcanuned the unpacl of two differen’. HEl’ 
feed supply scenarios on the uranium market using the U-FRTCE model. That analy- 
sis showed HHU supplies will hfive a major impact on price, depending on how much 
feed was made available to the market and how much was taken back by the Rus- 
sians. 

One of the recent major developments in the market is the pending privatization of 
USEC and the revelation that USEC has substantial inventories of uranium thai it 
plans to sell over the relatively near future, according to its registration siatcrocnf 
filed with the Secuntica and Exchange Commission USEC plans to sell a greater 
amount of inventory much sooner than previously thought, and can do this since 
much of its inventory is not subject to the sales restriction contained in the USEC 
Privatization Act These sales levels are also much larger than assumed in the pres i- 
Qus analysis of the market, where the impact of different les els of HEU feed supplies 
was examined 

Because such inventory sales by USEC could have a subslanDal impact on the mar- 
ket. this report will examine the impact of these sales, again using the U-PRJCE 
model Instead of adtusling HEU feed supplies as was done in the January study, the 
present study will look at different levels of USEC (and DOE) sales to deiennine the 
likely impact on the market Since HEU feed supplies are no longc being treated in 
a parametric fashion, it is occessary to assume a single schedule of their availability 
to the market This now be done with a somewhat greater degree of confidence 
since additional information is known about the likely availability of these supplies. 

Additional developments have occurred during the first half of the year, most of 
which have negative ramifieatioos for urazuum prices These include economic 
problems in A.sia. which have contributed to lower nuclear growth forecasts and a re- 
duction m inventory bolding (which will further reduce market demand there) and 
deregulation tniiiauves. especially in the U S and Europe, which have also led to 
lower demand (orecast.s and reductions in inventory policies, with EDF being the 
pnme example here with respect to inventory reduction The effects of deregulation 
have alrtadv been felt in the U S., as several reactors were closed prematurely during 
1b97 All of these changes mu<tt be factored into the analysis as well 

This analvsis will proceed as follows Fust, we will examine some of the key as- 
sumptions used in the analysis, and discuss how they have changed from past as- 
sumpuons used m similar analyses In the case of USEC and DOE inveotories. wc 
will also specify different rates at which These supplies may become available. Based 
on these inputs, the impact oo price of the diff erent levels of USEC sales, with and 
without sales by DOF. will be examined. 7>ic analysis will conclude with observa- 
tions on die tcsuIls generated and their significance for the future usanium market 
environment 
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1 - Market Impact of US6C Inventory Sales 


Th* Uramuf'’ Owtioo* • Ju- ’9So 


Assumptions 

hi this analysis. assi.uziptions are made in a number of areas including uranjum re- 
quirements. HplI feed supplies, and USEC and DOE sales of uranium stockpiles 
These key assumptions are discussed below. 

• Requirements 

One of key assumptions in any market analysis is the future level of reactor re- 
quirements Recently, requirements have been negatively affected by deiegulartoo 
and the ecemomic problems m ti« Far East. These impacts have been captured in a 
recent forecast by the U.S. Energy Informaiion Administration (ElA). Figure 1 com- 
pares EiA’s Wesiem W«ld forecasts as of 1997 and 1998, and shows that beyond the 
sear 7007 . ElA's new requirements forecast is generally S-IO million pounds U3O, 
per year low er than its 1997 forecast Mush of this decrease occurs m the Far East, 
where lower growth of nuclear power (and reqummcotsl is forecast, as shown in 
Figure 7 

Figure 1. EIA Requirementa Forecasts for Western World as of 19S7 and 1998 
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7r« jrarMom OuDooK - Jui ig9B 1 - Market Impact of USEC inventory Sales 

Figure 2 . Comparison of 1997 and 1998 EiA Forecaste for Far East 
50 



EL^ forecasts of U.S uranium requirements ejchibit litUe change between 1997 and 
1998 fFigure 31. although they continue to show a steady degradation over lime, fal- 
ling to 25 milbon pounds by 2016 

Figure 3. Comparison of 1997 and 1996 ELA Forecasts for the United States 
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£LA s most recent reierence case is used as the reqtiirements input for this analysis. 
While this case is somewhat lower than Ux's low ta-se. il represents the most recently 
published requirements forecast, and thus reflects developments that have token place 
recentls 
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• HEU Feed Supplies 

Thi^ present analyst!: assumes that the R.ussuins take back approximately oae-lhird of 
the feed contained m the HEU. with shipments back to Russia beginning next yeat 
(Figure 4) Initially. sale.s are much less than available supply, due to trade and leg- 
islative restrictions, and thus mvcnloncs of HEU feed are built up. as shown in 
Figure 5 Sales ramp up as the U.S. quota increases; the Russians are also able to sell 
more outside the U.S. as non-U-S. unfilled demands grow. Eventually, sales exceed 
the amount of HEU feed retained in the U.S. and feed inventories arc drawn down 
until they arc exhausted. After this point, sales match HEU feed deUvencs net of 
what IS returned to Russia The assumption is that the Russians will want to sell feed 
inventories as soon as practicable m order to ge n er a te revenues. 

Figure 4. HEU Food Supplies and Russian Take-Back of Feed. 1998-Z010 
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Tr>« Uf»n.um Mafvct OuOoek . Joi 1998 1 - Mirk«t ImpJCt pf USEC Inventory Sales 

Figufc 6 compares this current schedule of HEU sales with the high and low cas;:s uv- 
sumcd in the Januarv' studj-. Tliis comparison shows that the current ca-^c )<- much 
closer to the earher high case in the initia] years, but out the year 2004 n falK ir 
the middle of the high and low cases, gravitating to the low case in the out years 
The January high case assumed that no matenal was returned to Russia and that teed 
inventories were not worieed down until 2010. While mvenlories do not build to ss 
large a level in the current case, the assumption is that these inventories are worked 
off by 2005, and sales after that match the Iowa- net receipts of feed 
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1 • Martcet Impact of USEC Inventory Sales T>ia Uranium Marnei Outio c* - Jui 199 jv 

• USEC Sales 

USEC’s inventories include those cuiRuiUy in band and those scheduled to be trans- 
ferred to it by DOE. Inventories to be trsnsfcrred to USEC include 7,000 MTU as 
L'bt and 50 MT of HEU as called for in the USEC Privaiiaation Act, and about 1 1 
million pounds UjO| as UF* as payment for safety* upgrade work at the gaseous diffu- 
sion plants. USEC also received uranium from DOE at the time of its formation as 
%veU as a transfer of 13 MT HEU as UF* which is currcnth' being blended down at 
Portsmouth. In all, USEC inventories total almost 75 million pounds U^Og in the 
form of UF<i, both natural and enriched. These inventories arc listed in Tabic 1 


Table 1. USEC Uranium inventory and Expected Transfers 


thousaed kgU 

tbousaad lbs 


mUF< 

UjO.e 

InvoDtones at March 31 . 1998 

12,145 

31.577 

Trwifcr of 4 S metric ton* of LEU 

453 

1.178 

Transfer of 3 . SOO metric tons of uranium 

3 . 8 CX 1 

9.880 

Transfer of 0.8 metric tons of HEU 

211 

549 

Transfer of 7,000 metric tons of uraruum 

7,000 

18.200 

T ransfer of SO metne tnns of HEU 

5.000 

13.000 

1 Total 

2 SA 09 

74 ja 3 

Source USEC tnc. S-t rcj^istratioD iiatcs&aii. 


According to its registTBOon statemenl, USEC plans to sell over (iO million poimds of 
these invcntones by the end of 200S This is about double the 3 1 million pounds 
U lOgc that is scheduled to be transf er red to USEC according to the USEC Privatiza- 
tion Act The resale of tnaicnal transfeired pursuant to the Act is limited to 3 I mil- 
lion pounds per year, but the rematndcr of USEC's inventory has no resale liinits. In 
line with Its registration siaiement and other tnfoTTnalion that has become available, it 
IS assumed that USEC will sell the feed according the schedule labeled “USEC 
Sales" in Table 2 


Table 2. Availability of inventoiy Supplies by Source. 199S-2010 
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In Its registration statement. USEC notes the '‘economic underfeeding of uranium 
which in turn resulted in n significant reduction in the generation of depleted UFj.” 
USEC would have additional mventory to sell if it were to operate its giSeous diffu- 
sion plants m an underfeedme mode in the future, since when the plants are 
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"undcrl'ed” they arc operated at a lower tails assay than the average tails assay un 
which feed deliveries by USEC’s customers are based, resulting in a buildup of in- 
ventory, By operating the plants in this manner, information suggests tha; l.'SEC 
could generate an additional 2S million pounds of supply over tttc penod being o.- 
amined. This simply would be made available to the market on the schedule la- 
beled “Underfeeding” in Table 2. 

- DOE Sales 

DOE'S inventories come from a number of sources, including natural UFs stockpiles 
and off-spcc HEU which is to be blended down for use at TVA In addition. DOE 
has about 7-8 million pounds UjO» as UF# of Russian HEl’ feed This is the balance 
of the feed associated with the first rwo yeiirs of deliveries made by the Russians, 
where the feed wa.s paid for by the U.S govemment and pan of it was repurchased b\ 
the Russians for use m the matched sales program permitted under the Russian sus- 
pension agreement Further. DOE has inventories located at its field offices Some 
of these inventoncs could be made readily available io the market, ivhile some would 
need to be processed funher before they could be made available 

In the analysis below, it is initially assumed that DOE will not sell any inventory, so 
the net impact of the two scenanos for USEC sales — with and without underfeed- 
ing— can he determined. Then DOE sales are added at the rate assumed in the 
schedule show-Ti m Table 2 
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Results 

To mvcstigaie the degree to which invenlory sales by USFC could impact pncc. a 
base case is developed which includes tw sales by either USEC or DOE. but where 
Russian HEU feed is mtroduced at the rate shown in Figure 6 That base case is il- 
lustrated in Figure 7. in the case where there are ho USEC and TXIF- sales, the spot- 
price would stay above SI 1/lb for the period of the study. Sales by USEC of 60^ 
millica pounds at the rate assumed m Table 2 would push price down to almost S8/Ib 
in the year 2000. when Ac difference between Ae two cases is over $3 00 This re- 
duction in price from Ae base case and its current level of SI O.SO/lb is understand- 
able when one considers Ac amount of inventory Aat it is assumed to be sold Aen 
versus what has already been placed in 2000 or such sales today. USEC is assumed 
lu scU 10.5 miliiou pounds in 2000. an amount m addition to Ae 1 1 million pounds 
Ae Russians are assumed to sell in the base case, meaning that between Aem. Aere 
would be inventory sales of 2 1 .5 tnilHon pounds, Ae vast majority of which has not 
been placed 


Figure 7. Impact of USEC Sales on Uranium Prices, 1998>20Q8 
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k shows that additional L'ShC sales resulting from operaUAi' Ae ennehment 
plants in an underfeeAnp mode to vield the suppbes assumed m Table 2 would push 
price down lurAer, to Sb OO^b in 2000. when USEC would sell 1 5.5 tnilHon pounds, 
and USEC sales and kussian HEl’ feed togeAer would total 26.5 million pounds 
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Figure 8. impact of USEC Underfeeding in Addition to USEC Sales, 1998-2008 

Sid . - 



• DOE Sales 

Adding DOE snies m the amounts assumed in Tabic 3 would depress prices further, 
as shov.71 in Figure 9 which eicamincs the combined effect of USEC and DOE sales 
on the maikcL In this case, after falling, the spot price stays below $8. 00/lb until 
2003 


Figure fi. Impact of DOE Sale.s in Addition to those by USEC. 1998-2008 


Sid 



The reason that price is pushed to such low levels in the near term is due to the lim- 
ited market demand that is available in those years, given current contract conunit- 
ments and the availability of inventory supplies. This situation is illustrated in Figure 
1 0. which compares Western uranium lequiiements agamst utility inventory usage, 
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assumed CIS supplies to the West, assumed government inventories (which include 
Russian HEU feed sales from Figure 6 and total sales by USEC and DOE as sfan%vT. in 
1 able 2). planned recycle of plutomum. and c ur re n t contract commitmcnli As 
showTi. not only is there no uncommitted demand left in 1999 and 2000. but supplie* 
exceed requirements. Of course, this oversupply is much worse than shown because 
of the uncommitted min e production that is not included in the figure This near- 
term supply/demand imbalance is what causes extreme downward pressure on piice. 

Figure 10. VUestem World Requirements va. Supply Sources. 199S-2010 
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Additional Observat io ns and Conclusions 

This analysis assumes that both USTC and DOP. arc price-takers, in liiat tfaev v.ill sell 
the amounts assumed trrcspcclive of the prices received In rea]jt) , it mav oe the 
case that they alter their sales levels, so as not to impact pnee as severely . In priaej - 
pic, USHC should try to maximize fwofjis on uranium sales. However, to the extent 
that USEC enhcfaitient revenues decline. USEC may need to sell uranium to maintain 
its market share for cnrichmeot and generate cash flow, or to pay promised divi- 
dends. As a government organizalioo, DOE’s actions would be more subject to po- 
litical pressure, and decisions may be made not to sell when pnccs arc depressed. 

Such pressure appears to have been a factor in keeping DOE from selling morr than 
II has to dale 

Even if USEC were to refrain from selling due to the negattvc impact this action 
would have or price, it docs not necessarily follow that low pnccs would not materi- 
alize Other suppliers, sensing that USEC has these mveniones to sell, could try to 
beat USEC to the tnarkrt. and this preemptive selling activity would serve to push 
price down The key point is that the ulumatc market outcome not only depends on 
hew USEC acts, but also on how other suppliers react to USEC's sales potentiaL 

This type of preemptive selling could also apply to the Russians and their HEU feed, 
although they face restnetions on how much they can sell There is also the posstbil- 
itN . which cannot be overlooked, that sharply reduced uranium market prospects 
w'ould cause the Russians to break off the HEU deal AJlhough this sceoartc is not 
exarroned here, »t would have • sharply posttivr impact on price 

This analysis does not dtffcrenttaic between whether the Russian HEU feed sales are 
made by Weaterti uranium producers, the Russians themselves, or a corabinalioo of 
the two To the extent that these sales were made prunartly by Western producers 
who could sell under exisung cootracts and cut back production to accommodate 
these supplici. prices would be higher than sbowTs here. However, the prospect of 
lower prices over a long period of time suggested in this analysis means that produc- 
ers would be unlikely to purchase the Russian HEU feed, and thus this stabilizing 
iacto' would rr>; be present in the market 

further this anjlvsis dors not take into account the fact that most of the Russian 
HFU feed and I'ShC and DOE saJc.s will be made into the U.S market, but instead 
looks at 'uppl-- and demand from a We.stem world peixpeetive In reality these sup- 
plies caonof be rendily sold to certain geographic markeu. particularly Wesiem 
Europe w here the anaenment of U.S nonproliferaOon obbgacions makes them less 
anmctivc Thus. Ihe ovcrsupply situation tn the U S due to the sale of these supplies 
is hkeh to be actually peaier than fo: the Western world as a whole 

USEC now has significantly more inventory to sell than previously assumed by the 
industry and tn analvses by UxC and others Further, tt is apparent that USEC wants 
to sell this maisnai within a relatively short u.mc frame USEC may be making these 
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pronouncements to make its stock appear more attractive, although this analysis has 
shown that, coupled with the assun»d rate of sales of Russian HEU feed. USFC sales 
would push price well below cunent levels. 

In addition to USEC now having more inventory it wants to place, the prospects loi 
the uranium market are worse now than at the time the USEC Prjvati2ation Act was 
- passed. In this regard, the Russians and USEC/DOE are competing for a market that 

is now smaller and more price sensitive ^an the one that existed when the Russian 
HEU feed sales quota was first devised. As a result, USEC and Russia cannot both 
expect to sell uranium in the quantities desired without a devastating impact on price. 
In short, there is not cnou^ room in die market for both Russia and USEC 

f 


12 


6 1996 UiC 



154 


1 

2 

3 

4 

5 

6 
7 



UNITED STATES ENRICHMENT CORPORATION 


FORTY -NINTH MEETING 
OF THE BOARD OF DIRECTORS 


Third Floor Conference Room 
USEC Headcnarcers 
o9C3 RocJciedge Drive 
Eechesda, Maryland 
Wednesday, July 22, 1998 


3CARD MEMBERS PRESENT: 

WILLIAM J. RAINER, Chairman, presiding 
WILLIAM BURTON 
CHRISTOPHER COBURN* 

MARGARET H. GREENE 
DR. KNEELAND J. YOUNGBLOOD 
CFrlCERS PRESENT: 

ROBERT J, MOORE, General Counsel 


23 


ALDERSON REPORTING COMPANY, INC. 

(:cnu89.r60 > /soo) fox depo 

1 1 M FOURTEEJmi STREFT. N.W SLTTE JOO ' WaSHLNCTON. O.C. 20005 



155 


1 

2 

3 

4 

5 
e 

7 

3 


IS 

17 


13 


19 

20 


21 


22 

23 

24 

•5 5 


44 


business expenses, but any --in other words -- let me 
step back on that. It was clarified to state tliat one- 
time payments that were special, non- everyday business 
expenses, would not be included in nSEC's Ccd-culation 
under this agreement of operating margin. 

On chat basis, unless the business itself goes 
complecsly into the tank, it is very unlikely in any 
scenario that's been crcractad that that 13 percent will 
be breached. As the letter that you have, that the 
Chairman and the CEO sent cn July lOth, states, there 


wculd have to be a decline ot over 40 percenc in earnings 
before you'd even begin to get close, auid nothing in our 
current projections even comes close to that. 

The second issue was the falling of new 
cor.craccs below $80 per SW0. The intent at the time it 
was agreed to was not the very next contract you signed. 
This became a major issue because there was some concern 
chat, as you all know, the prices have been falling and 
the average price of new contracts has been heading below 
$90. There was some concern stated in the press it would 
be as low as 85, 84, the $80 would be breached within Che 
next year. 

This was clarified to state what was originally 
intended, and indeed one could have read it chat way, but 
you could also have read it otherwise. So this letter 
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1 that goes beyond these two points. If there is, they 

2 haven't stated it to us or said it to a newspaper. 

3 MR. BURTON: But you know, they did ask to come 

4 speak today affld we could ask them that question if we had 

5 said yes. X jus^^", I don't understand why we have some 
S aversion to receiving information other than from Che 
7 financial advisers. I gust don't understand that. 

a CHAIRMAN RAINER: Have we already heard from 

5 them? 

i; MR. BURTON: Or. this particular issue? I can't 

II recall. 

II CHAIRMAN RAINER: We heard them for an hour when 

13 they asked to come here the last time. 

14 MR. GOLDMAN: I think Che decision related to 

15. this being- pricing, and I also think it related to the 

15 fact chat they had been given this information, but they 

17 continued to complain without giving a reason. That’s all 

18 we know. 

19 MR. BURTON; Well, but -- 

20 CHAIRMAN RAINER: What, Bill -- I Cake this very 

21 seriously. What do they add to your determination about 

22 the commitment to operate the GDP's? What is it Chat 

23 changes from the last meeting in your opinion that all of 

24 a sudden Che IPO does not qualify for meeting Che 

25 commitment test? What possibly could Che labor union say 

AtDERSON REPORTING COMPANY, INC. 
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so 

MR. DERRYBERRY: Chris? 

CHAIRMAN RAINER: Chris Cobum? Chris said he 
had to go to his meeting, he said at 2:00, so I assume 
that's where he is. 

MR. RYAN: What's your schedule. Bill? 

CHAIRMAN RAINER: My schedule was to be finished 
with this 30 minutes age, so I'm behind schedule. I'm 
hoping that we'll be in a position to listen to Morgan 
Stanley's preliminary price calk not later than 3:00 
o'clock. It looks to me like we have one more issue, some 
cranium issues and Russian KHU, to thrash out. The other 
topics it seems to me are not particularly contentious. 

Cut we'll wait and see. 

Now, this goes to the national security 
question, which again before the meeting Bill asked some 
people to go over. And in sympathy to that and I thought 
It was a good idea, I've asked Les to summarize the events 
t.hat have happened recently. This has been a very tricky 
one, but we're pleased with where we are right now. 

MR. GOLDMAN: Another development in the 
intervening period has been concerns, expressed primarily 
by the academics who have been associated with the Russian 
KEU agreement from Che beginning. Chat the amount of 
inventory of natural uranium which USEC was holding was 
going to cause market -oriented problems in terms of the 

ALDERSON REPORTING COMPANY, INC. 
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meeting. He wanted me tc know that we all know that this 
is not a new topic, so it is a renewed £ocus on this topic 
recently; emd that we should know that in the last several 
days countless hours have been taken by senior members of 
this administration to cake a look at Che issues chat have 
been raised; and Chat we should be confident that everyone 
in the administraticn is plauicing on pricing this IPO this 
afternoon . 

So there is a derivative conclusion from that. 

MR. BURTON: I have a couple questions on this 
and a comment. Mr. Chairman, I had as.ked specifically for 
two different presentations on this because I chink this 
ts such a critical issue. I had asked for the 
Congressional members chat had expressed a concern -- I 
was thinking specifically of Senator Domenici, chairman of 
the Senate Budget Committee, Subcommittee chairman of Che 
Water and Energy on the Appropriations, who has expressed 
serious concerns about it -- to speak. I was cold chat 
might inflame the market and so they wouldn't be invited. 

I also asked that a National Security Council or 
other security person to speak to us. Les' presentation 
was helpful, but certainly doesn't sub for that. 

I was offered a pre-meeting briefing by Gary 
Gensler, which he delegated to one of his staff members, 
who on several occasions mentioned: Well, this is chird- 

ALDERSON REPORTING COMPANY, INC. 
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resolution before we move to a vote? 

MR. BURTON: Real briefly, and l mean that. The 
reason I'm not in a position to vote on it at this point 
is in the first paragraph, subparts (a) (1) , which is 
"whether the privatization will resxilt in a return" -- I'm 
sorry, not (a) (1) . (a! i3. , "not be inimical to the health 

and safety of the public, the common defense," aind Chen 
;b '3; , which talks about ensuring that we have a reliable 
and economical domestic source of uranium mining. 

I don't thin.k we have enough information in 
Itg.ht of this issue that has risen up. There has been a 
ten of press, a ton of meetings, everybody who's been 
tr.vcived in it erccept this Board, and we can't even get a 
crieftng on them. 

Sc I don't have enough information on those two 
topics to know whether Che change that's occurred since we 
voted is of a material way that should affect it. 

Finally, I just have a hard time voting that it does 
secure the maximum proceeds until I hear the price. 

So I'm going to have to abstain. 

CHAIRMAN RAINER: Youngblood? 

DR. YOUNGBLOOD: In favor. 

CHAIRMAN RAINER: Rainer is a yes. 

Greene? 

MRS. GREENE: Yes. 
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Tlie Honorable Richard Lugar 
Chair 

I' S. Senate Committee on Agriculture. Nutrition and Forestr> 

V* ashington. DC 20510 

The Honorable Tom Harkin 
Ranking Minoritv- Member 

I' S Senate Committee on Agriculture, Nutrition and Forestry' 

N^ashingion. DC 20510 

Dear Chairman Lugar and Ranking Minority- Member Harkin; 

i am writing to provide you with information regarding Mr. William J. Rainer's conduct as 
C hairman of the United States Enrichment Corporation's (USEC) Board during the privatization of 
the Department of Energy's (DOE) uranium enrichment plants last summer. As Chairman of the 
I SEC Board. Mr. Rainer was authorized, with the approval of the Secretary of the Trcasuiy. to 
Transfer the interest of the United States in the United States Enrichment Corporation lo the private 
sector...” iUSEC Privatization Act. P.L. 104-134. Section 3103) As you may know, one of USEC's 
uranium enrichment plants is located in my district in Piketon. Ohio and I would like to take this 
opportunity to share with you some of my serious reservations about Mr. Rainer's qualifications for 
the Commi.'Hjicv Futures Trading Commission (CFTC) given his actions during the privatization of 
L.SLC 


L nder the Energy Policy Act of 1 P92. the government -owned corporation. USEC. was created 
to assume responsibility for the DOE's uranium enrichment program. The Act not only transferred 
the Department's uranium ennehment program to USEC. but it also included a requirement that 
L St:.C prepare a strategic plan to privatize the corporation. On July 28. 1 998, USEC wa.s privatized 
ir a public otTcring of stock. On more than one occasion, 1 raised concerns that the privatization of 
the uranium indusuy would result in a conflict of interest between the private company and the 
statutory criteria established by Congress to direct the sale of USEC. This inherent conflict would 
unnecessarily place at risk an important foreign policy measure, namely the U.S. - Russia Highly 
Enriched Urttniura (HEU) Agreement. 

First, let me descritw the statutory criteria provided to guide the Board's decision making 
during the privatization process. Specifically, the eight statutory criteria called for the following; 1 ) 
Net present value of the corporation: privatization will result in a return to the U.S. at least equal to 
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the net present value of the corporation; 2) No foreign control: privatization will not result in the 
corporation being owned, controlled, or dominated by an alien, a foreign corporation, or a foreign 
government; 3) Protecting public heath and national security: privatization will not be inimical to the 
health and safety of the public or the common defense and security; 4) Assuring domestic uranium 
enriciiment capacity: privatization will provide reasonable assurance that adequate enrichment 
capacity will remain available to meet the demands of the domestic electric utility industry; 5) Long- 
term viability’ of the corporation.; 6) Operation of the Gaseous Difiiision Plants: privatization will 
provide for the continuation by the Corporation of the operation of the DOE’s Gaseous Diffusion 
Plants; 7) Reliable and economic nuclear fuel industry: privatization will provide for the protection of 
the public interest in maintaining a reliable and economic domestic source of uranium mining, 
enrichment, and conversion services; and 8) Maximizing proceeds from privatization: to the extent 
not inconsistent with requirement 5 through 7, privatization will secure the maximum proceeds to the 
I .S (See L'SEC Summary of Statutory Requirements and April 29, 1998 letter) 

In 1993, the United Slates and the Russian Federation entered into an agreement to ensure that 
highly enriched uranium from dismantled nuclear warheads would be used for peaceful purposes 
on!> In January 1994, President Clinton announced that the U.S. had signed a contract with Russia 
to purchase S 1 2 billion of highly enriched uranium over a 20-year period. The U.S. purchase of 500 
metric tons of this material is clearly a crucial national security initiative. This foreign policy measure 
pm\ ides an important incentive to the Russian Federation to continue dismantling its nuclear weapons 
and ultimately helps to safeguard the U.S. and the rest of the world from the threat of a nuclear 
incident. 

One of my greatest concerns regarding privatization was that USEC’s role as Executive Agent 
for the U.S, under the HEU Agreement would jeopardize the HEU Agreement or lead to a business 
decision that would result in the closure of one of the two gaseous diffusion plants. The public 
obJeetjNe of purchasing specific quantities of Russian uranium and the corporation’s goal to maximize 
profits directly conflict with each other. 1 still fear that private business objectives would overshadow 
national security and energv’ security which ultimately leads lo violations of the statutory requirements 
outlined in the Energ\' Policy Ac: of 1992 and the 1996 Privatization Act, listed above. 

On July 1 , 1 999 USEC made available the adscripts from the four Board meetings 
immediately preceding the privatization of the coiporaiion. These transcripts confirm that Mr. 

Rainer’s conduct compromised the Congressional mandate that privatization should not be inimical to 
the national security, In fact, the transcripts show that a Board member inquires about a letter from 
Senator Domenici. June 26. 1999, (attached) which raises concerns “that a privatized executive agent 
can still function in the way necessary to cany outihe national security objectives of the HEU 
Agreement." The Board member s interest in having Senator Domenici brief the Board on his 
concerns was denied because it “might inflame the market.’’ (July 22, 1998 Transcripts, page 53) 
According to the transcripts, Mr. Ramer placed the need to move forward on privatization 
immediately over the request of other Board members to receive a briefin%from Senator Domenici or 
the Sational Security Council on national security developments. Instead, Mr. Rainer accepted a 
second-hand response to the Board member’s questions about national security implications. 
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I must underscore that shortly after the privatization of USEC, Russia suspended shipments of 
enriched uranium due to the impacts of privatization — namely because of the fact that USEC entered 
the private market with 30 million more pounds of government uranium than was assumed when the 
1 996 USEC Privatization Act was adopt^. Ultiniately, $325 million was included in the Fiscal Year 
1 999 Omnibus Appropriations Act for the purchase of two years worth of natural uranium under the 
Russian Agreement. This confirmed my su^icions that privatization of this industry would weaken 
the U.S.-Russia HEU Agreement, threaten national security, violate the congressional mandates, and 
ultimately force the government to commit millions, if not billions, of dollars to bailout the 
privatization deal. 

Despite the discussions during the July 22, 1998 USEC Board meeting and the ciose vote on 
the final decision to privatize (3-in favor of privatization by an initial public offering. 1-against and 
one abstaining), it is my understanding the fiill Board was never briefed by Senator Domenici, NSC, 
or even outside experts such as Tom Neff, the MIT physicist who has been credited with conceiving 
this non proliferation agreement; Richard Faikenrath, a national security scholar at Harvard who 
publicly shared his reservations about the privatization of USEC; or Joseph Siiglitz, former Chairman 
of the Council of Economic Advisors who also publicly raised concerns about the decision to 
privatize the uranium enrichment industry. 1 find this blatant disregard for national security concerns 
by Mr. Rainer, as the Chairman of the USEC Board, to be disturbing and alarming. However, this 
behavior docs not surprise me given Mr. Rainer’s apparent determination to privatize this industry. 

I had a private meeting with Mr. Rainer last Spring and during that meeting I stated that I 
thought it was likely that USEC would be sold through a public offering rather than acquired by a 
private company. He asked me why I thought that and I explained that I felt it was in the best interest 
of the cuneni management team if the industry were sold through a public offering — this method of 
transferring the public asset to the private sector would allow the presiding officers to keep their 
positions at a considerable financial gain whereas an acquisition would not assure them employment 
with the private corporation. Mr. Rainer firmly stated that this was not the case and that the current 
CEO and management team would have no major influence in the decision-making process for 
determining the method used to privatize USEC. 

On May 22, 1998. I sent a FOlA requestto the Department of Treasury and Senators Glenn 
and De Wine and Representative Whitfield joined me in a second letter dated July 8, ! 998, asking for 
documents and information to which we thought the public should have access. In response to that 
request, I received a number of documents. TTiose documents included a letter from Chainnan Rainer 
to USEC's CEO, Nick Timbers, and other officers of the corporation waiving the prohibition of 18 
U.S.C. §208(a) which provides criminal penalties where a government official or employee 
participates in a matter in which he/she has a substantial financial interest. The letter wnticn on 
September 26, 1995, stated that these employees’ financial interest in the privatization of USEC “is 
not so substantial as to be deemed likely to siffect the integrity of the services which the Government 
may expect from the employee.” (see attached September 26, 1995 letter) Mr. Rainer had signed this 
letter nearly three years before he sat in my office and denied that Mr. Timbers and others would have 
significant Influence over the USEC privatization decision. 
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The Honorable Richard Lugar and Tom Harkin 
July 20, 1999 
Page Four 

The issuance of these waiver letters is particularly interesting in light of the fact that I have 
recently had the opportunity to review the transcripts from the USEC Board meetings which occurred 
in the month and a half prior to the sale of the industry. The personal guarantee that I received from 
Mr. Rainer during our meeting, that the current managiement team would not play a dominant role in 
the privatization decision making process, was clearly not fulfilled In the transcripts, Mr. Timbers, 
clearly and forcefully argues for the public offering approach to privatization. (See June 3, 1998, 
page 268) 1 am greatly troubled by the fact that Mr. Rainer behaved in a manner which led me and 
my colleagues to believe that the present management team of USEC would not participate 
signtficantlv in the decision making process during privatization, yet indeed they did Furthermore. 1 
cannot overstate the lack of trust 1 have in Mr. Rainer. He told me that Mr. Timbers would not play 
an pivotal role in the privatization decision making process, yet at that time, he knew he had signed a 
waiver for Mr Timbers to do exactly that. 

1 believe that Mr. Rainer’s conduct during privatization raises questions about whether or not 
Congressional intent was followed and whether the process was managed in a manner which allowed 
for fair competition (June 3, 1998 transcripts, page 198). I have serious reservations about the 
imegritv' of the USEC privatization process because the current management team was afforded the 
opportunity to advise the USEC Board on its competitors bids and the process was conducted without 
appropriate public access to information. In fact, I did not receive these transcripts until nearly a year 
after the process was over. And finally, the 1992 Energy Policy Act and the 1996 USEC Privatization 
Act quite clearly outline eight statutory criteria which were to be the framework for making the 
decision to privatize. 1 am not confident that Mr. Rainer met his public responsibilities as the 
authorized officer lo transfer this important government asset to the private sector. 

I have shared with you only some of my concerns regarding Mr. Rainer’s conduct during the 
privatization of USEC. 1 feel it is my dut> to alert you to some of the troubling circumstances and 
decisions leading to the privatization of USEC. and I have enclosed the transcripts 1 referenced as 
well as other documents I think might be helpful to you as you review the issues I have raised. 

Thank you for your consideration of this important matter and if you have any questions, 
please do not hesitate to contact me at 202-225*5705. 

Sincerely. 

Ted Strickland 

Member of Congress 


cc; The Honorable Mike DeWine 
The Honorable George Voinovich 
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The Secretary of Energy 

Washington, DC 205^5 


October 22. 1999 


MEiMORANDUM FOR JOHN PODESTA 

CHIEF OF staff to THE PRESIDENT 


FROM 


Bill Richardson 




SUBJECT USEC’s Request for Federal Assi^ance 


U5EC IS asking the AdmimstracioQ for its support for a direct appropriation to cover 
losses It IS incumiig due to low market prices under its U.S.-Russta HEU agrccmeni. 

I have very strong views about our domestic equities that USEC has not addressed. 

first, USEC is infonniiig Administration and Capitol Hill ofitcials that it will tensinate 
ns role as Executive Agent of the HEU agreemenion December 1*^, if it does not receive 
federal assistance Capital Hill is being told that USEC baa the suppmi of the NSC aiui 
Stale Department for S200 million in assistance. 

Sccoiui, citing the cad of its cmployrocnl agreemen! obligi^ioos with the United Slates 
made upon privatization, USEC pl^s substantial layoffs at the Gaseous Difiiision Plants 
at Portsmouth. Ohio and Paducah, Kentucky in July. 2000, which could affect as many as 
1 .500 workers of ihe 3,200 workforce. (There are also rumors that USEC may close the 
Portsmouth faahty.) DOE has asked USEC to inform us of their plans and lo work with 
us on an oideriy iransibon - so far, to no avail 

rtnally. FY 2000 appropriations enacted for DOE do not provide adequate funds for 
several of the Admimstration‘s most critical prioriues, thus, DOE cannot afford an offset 
10 fund USEC.: s request for federal assistance. Other funding sources need to be found. 

Should ihc Administration determine lhat USEC’s agency is central to the success of our 
HEU agreement wjrh the Russians. I would insist that stnngent contingcccios be placed 
on any assistance provided, and ihal ibc lion’s shore of that assistance be used to mitigate 
the senous etnploymcm and safety coocems at the Gaseous Diffusion Plant sites in the 
United Stales 


Please keep me apprised of any developments oo this issue. As always. I appreciate your 
consid^auoo and look forward to working with you. 
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GEORGE V VOavOVlCH 
Ohio 


3'7 J»*»r ecH>n 0»*«1 fcjKjaNNC 
iSmZ3*-XS3 

t*^0i^v9rr«rKf’^uinc’%JijfBnKm.9e>’ 
■ w« ^ -»ea*c eo*»-*or'«o^«c«« 


lanital 3iaas ^oiait 

WASHMcrroN. ix: iosto-ssm 


January 26, 2000 


GOVERNMENTAL AFFAJ$tS 

>1. SoacoMMK^C On 
s* Govekmkmt Ummmtmwt 

ftSSHIUCHUSMC AMO VWi 

CUSTWn 9> Oxtii— ri 

efimomtsmANo 

RU8UC WORKS 

C I lAj H owi, Sw naw rna cfa 

T^MSAortAvioa, amo iMAMirrauCTutt 

SMAli. RUSKSOEfiS 
ETHICS 


William H. Timbers 
?res«ienraod Chief Execatsve Officer 
litHtod Slates Enrichment Coiporarioo 
6903 Rocif, ledge Drive 
Berthesda. Maryland 20S17 

Dear Nick 

We are wnheg with coocena l e gaidia g die recect reports of the potetm! plant clocure of either 
of the Gaseous Diffusios Plants (GDP), cuneally being openSed by US£C in Portsmouth, Ohio 
and Paducah. Kentixdcy. 

Is Jojy. 1998. when t^EC was privatized in the largest ever jrnvatiaaiion ofafoieTal 
corponaori, USEC enised into the Agreemeot Regarding Post-Closing Conduct with the 
Deparaaent ofTreasury acting onhehalfottlac UBiicdStattsGov«enHncni. This Agreement 
requires cnnix&ued opezadoc of bo&pUots through 2004 ezdeas Doe-af four Sigmiiccxi Eveais 
occur four cvesti, es outhaed m the Agreesiss , wiU exempt USHC horn continned 

opmafroDC eitherplxrrt. According to the Dqxgtmcm of Treasury, U5EC u> di c«trr1 on Form 
\Cl.Q. f on Nervember 5. 1999, that “(njone of the fSignificani Eveais} to USEC's obhgilscm 
to operate the pU&& has occurred' 

However. roceBtly.-n has be«a indicated to our staSs tiaat USEC asOcrptits plant closure it 
ntS» the PoetsawuttrOTPadocahPlamiooccar »oc®cTthan2004. Wcuodcreuradth^tijc 
CSEC Bond of rhrocTors, IT. a tnecruag oo January 25, 2000, d t scn&sed the poasibilily ofplaat 
ckjeuT and that these discussioas will conix&ue jsoct week. 


We would like to remind yoo-ofaevcraJstaiciiRiJtsmadeby-yciJ'and M; WUiiaa J Ramtar, 
fcemc Chopr a ™ <yf the Board of Dtreciors for USK^. prior to privatization On ApnJ 24. 1 997, 
yxM wsou M; Robert Wagei, President of the then Oil, Cbermcal and Atomic Woriem Umoa, 
about pcTccved nuctmdersiaDdmgs by the union. In fcat lengr, y otL S t ai nd that '^'aO opaaftog 
piam coraocejed tty USEC require ^ ruoaaig of both GDPs- «onl the year 2004,” On May 1, 
J99S. nght before pwvettzanoa, Mr. Rapg co TT espoa ded-wttii Mr. Wage? and restated and 
refoenced ihe posanon m your April 27,1 997 Irtier that USEC remained roiamioed to operaTxog 
bodi plasts until 2004. 


S**T» OrVOi 
IttM.** S«w « 
AaottWiS 
" ' e»n i»i « *» ttae 

^a«-aeM 


UA< Wia' S*w^ 
fta^ »b 

f nci rtm rtii u\u 

i,7*a> >a-raM 
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At tbe iaae iiroe. ueioc w»s expressing co«*3i tbam t6e effect U«le<l States- JtussMii 

Higtay Enrxhcrf VmxMm (KEU) AsreeoKaa and USEC '» poeiioji as Exenmva Agcm would 
have txD cooctasicd iiMig-tena operahoos ai botlLplasts- T3ie uaioe these coaoea^ with 
Vjee Prcsidfiat \1 Gore, who, on-May 22, 1998, tepbed iai USEC woojd be- l o quue d to eascr 
i:a£»biad3vgagnximitsio«aaiiHeopefgtmof-boaipian£sfiBr«Teasanablepcaodoftime ItU 
our bebel ta&t iht nghteen months &at have passed since pnvanzRhon do not cocshnite a 
rcasmuble persod of tLme Hig-coatiaagd operaaou. 

Fiaaiiy. the 1996 USEC ytTvaizagos Aci mpiaes the fonfintwid opemmc of the two fa ab oes 
sod sut t rrhoble damesoe of ancrusx ctamg, cmdmexp. services end caeversem 

servicss «e oxtraamed. A: tbs time, USEC soppites only wveoty-five percent of the detmahe 
nxrtet ilycrr for amched Of Ihis eeventy^fivc ptscciC, ippreximaicJy half of thu 

rappl> ts derived from toe Russian H£U Agf canta g 

Now . we are iofced to epuesaro whcTha USEC geared tuo the Ajp’temexr. oe Potn-Cloemg 
Conduct TO good fjutL U e ppe a r s to us~bec-«asr of US£C*s cun cut otvMdiyauioaD of ptsav ckrstac, 
wh^er i! is PemasKitnh or fiadar-ah, tbas USEC stseed into &s sgscemazt without hilly 
ccendmag the eUeca tbaa zmtficrt sopply would have ot ota country’s earichrocsi achvmes. 

\fce expec* Uve you will fulEl] your past and the Agrenaeni oo Pos^-Oosuig Co n du ct 

and eosnaoc operxaoo at both plasxtaial e: ieasiiaftuxry I, 200^ 

Tbese unar-m: eor.chiaert plaaa ptifog. x 3ts»iJ fotr cc pivAidiu* for the energy sdcssity of 

thisnasac We nuiS itresstfcai'Siousarids ofOiuo tad KeatueJey lacaihes efopead ooyow 

ceseponnae for iheir Uvehbood xcd Uu: * cioaire of afha focilrty wotUd have t devtstthsg 
uspeet aa the foexi ccooonus. 

w c nunh y«v tor your pertoob litgcacm to this mtng 

Sihceely. 

Gooff^ \ 

U=«r< Sales SHUtnr 



Ted SovUlaod 

Ltuted Suhh RepretenULve 
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-DCR sccRCTAny 


DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

January 31, 2000 


Mr. William H, Timbers, Jr. 

President and Chief Executive Officer 
USEC Inc. 

Two Democracy Center 
6903 Rockiedge Drive 
Bethesda,MD 20817-1818 

Dear Mr. Timbers- 

We have been informed that the Board of Directors of USEC Inc. may be about to consider the 
closure of one of USEC Inc. 's gaseous diffusion plants. As you know, the Agteeinent Regarding 
Post-Closing Conduct dated July 14, 1998 (the “Agreement”), which was signed by USEC and 
the Treasury Department prior to privatization, directly addresses the issue of plant closings. 
Specifically, the Agreement permits a USEC plant closing before January 1, 2005 only “if a 
Significant Event has occurred with respect to such Plant.” The Agreement clearly defines the 
Significant Events that authorize the USEC Board to ^iprovc a plant closing. 

As a party to the Agreement, the Treasury Department has sn interest in receiving information 
concerning proposed plant closings. Accordingly, we would like to review and comment on the 
legal jusnficatioD for any proposed plant closing prior to any meeting of your Board of Directors 
which may consider such a closing. 

If USEC is considering a closing based upon the occurrence of one or more Significant Events, 
please notify the Treasury Department immediately and provide Ibe factual basis for concluding 
that a Significant Event has occulted or is likely to occur in the near future. It is important diat 
the Treasury Department has ample tune to evaluate independently the merits of such a plan, so 
that it may veri^ US EC’s adherence to the requirements of the Agreement. 

Thank you for your assistance on this matter. 


Gar^Gensler 

Unoer Secretary for Domestic Finance 
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Ratings on USEC Inc. Lowered; Outlook Negative 

Scott Sprinzen, New York (1) 212-438-7812 

NEW YORK [Standard ^ Poor's CreditWire) Feb. 4, 2000--Standard 
& Poor's today lowered its ratings on USEC Inc. (see list 
below) . 

The current outlook is negative. 

The downgrade reflects greater-than-anticipated 
intensification of competition. USEC's financial performance 
is being hurt by continuing erosion in the price of itJ'ymain 
product, enriched uranium. Pricing pressure is resulting from 
excess production capacity industrywide, exacerbated by 
aggressive efforts by competitors to gain market share, the 
liquidation of safety stocks that had been held by certain 
customers and countries, and exports to the U.S. market by 
Kazakhstan, which has been able to circumvent trade barriers. 
Star.darc a Poor's does not anticipate any near-term 
improvement in prices. 

Adding to the challenges for USEC is its role as marketer 
of material for AO Techsnabexport ( 'Tenex' ; unrated) , a 
R.-ssia.n government entity. Under its contract with Tenex, USEC 
is co-icated to purchase enriched uranium from Tenex at a 
price that now exceeds its own unit production cost. With the 
devcline in market prices, this arrangement has become 
increasingly burdensome for USEC. To date, efforts by USEC to 
renegotiate pricing under the contract and to obtain relief 
from the U.S. government have been unsuccessful. While USEC 
m.icnt ultimately choose to withdraw from the arrangement with 
lenex, the company wou)d thereby run the risk that the Russian 
material would destabilize the world market for enriched 
jraniu.m -- as occurred in the early 19905. 

USEC has also been adversely affected by rising costs. 
Material purchased from Tenex has displaced USEC's own 
production,, causing unit production costs to rise. USEC has 
alsc Deer, affected by rising electric power costs -- this 
oeir.g the largest component of its cost structure and by 
.-r.ta vcraPle currency exchange rate movements. Management has 
initiated aggressive cost-cutting actions, such as the just- 
announced plan to reduce its work force by 850 employees, but 
these are unlikely to fully offset adverse market conditions 
and cost pressures. USEC had been expected to replace its 
current production technology with a new laser-based 
technology, which it was hoped would significantly improve the 
company's cost position, but development efforts were 
f e rm: na t. e.d during 1999 due to poor economics. USEC is now in 
the process of evaluating alternative technologies. 

USEC's earnings prospects have deteriorated considerably. 
Management has stated that net income for the fiscal year 
ended June 30, 2000, is expected to total a weak $110 million 
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to $115 million (before restructuring charges) , and decline to 
between $35 million and $45 million during fiscal 2001. In 
contrast, USEC's internal cash flow generation remains 
relatively strong, but this largely reflects the planned 
liquidation of its natural uranium inventories, which will be 
depleted in 5 to 6 years. In reaction to the weakness of its 
common share price, USEC initiated share repurchases during 
1999, and a new 20 million share repurchase program has just 
been announced (worth about $118 million at the current share 
price) : implementation of this program would more than offset 
the cash savings resulting from the just-announced cut to its 
common dividend. Still, USEC's financial flexibility should 
remain adequate, in light of the company's moderate debt usage 
and the availability of borrowings under its bark credit 
facility. 

OUTLOOK: NEGATIVE. 

Ratings would be jeopardized by further erosion in 
pricing, or if management's cost cutting efforts fail to 
staticize earnings, Standard & Poor's said. -- CreditWire 


RATINGS LOWERED 




To 

From 

Corporate 

credit rating 

Bh* 

BBB 

Shcrt-term 

corporate credit rating 

B 

A-2 

Senior unsecured debt 


BBB 

Bank loan 

rating 

BB* 

BBB 

Ccmmercial 

paper 

B 

A-2 


Credit Profile: 

see above 
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New York 
SusAn D Abbott 
Msnaging Director 
Corporate Finance 
Moody's Investors Service 
JOURNALISTS: (212) 533-0376 
SUBSCRIBERS: (212)553-1653 


New York 

Carol Qowzn, VP-Set\ior Analyst 
Mo-Ying Seta, SVP 
Corporate Finajice 
Moody's Investors Service 
JOURNALISTS: (212) 553-0376 
SUBSCRIBERS (212) S53-16S3 


MOODY'S DOWNGRADES U5BC IWC'S SENIOR UNSEClfREO 
GUARANTEED BANK CREDIT FACBLITY TO Baa3, SENIOR UNSECt^D 
DEBENTURES TO Bal AND SHORT TERM DEBT RATING TO r-3 

Approximately S80Q Million of Debt Securities Affected. 

New York. February 23. 2000 - Moody't Investors Service downgraded USFC Inc's 
senior unsecured guaranteed bank credit facility to B8a3. senior unsecured debentures to 
Bal and the short term debi rating to P-3. The rating action reflects Moody'i concerns 
ovet USEC's ongoing cermngs and cash Row contraaion and theresuiiant degradation in 
debt protection measurements This situation is attributable to perssteni depressed 
market conditions for enriched uranium and USEC's increasing production rosts on 
significantly reduced otitput levels at its plants. 

The following ratings are afTected 

U5HC Inc • senior unsecured, guaranteed bank credit facility toBasJ from Bsal. senior 
unsecured debentures to Ba i from Baal, short term debt rating to R-1 From r-2 


Rige I of} 
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The outlook is negative. Ratings wiil continue under pressure due to the continued high 
cost base relative to SWU prices and the expectation tluit pricci are unlikely to improve 
from current levels of approximately $80/SWU given overcapactQr in the market. While 
recently announced initiatives concerning employment levels and power costs will 
provide savings, Moudy's expects earnings compression to continue on the present 
operating profile and market conditions Additionally, (he use of excess casli flow 
generated to buy back stock will weaken USBC's liquidity position. 

As a global leader in providing uranium enrichment services. LfSEC conlin'ies to 
demonstrate a aolid market share (approximately 75% of domestic market and 40% of 
global market) Although the company's backlog is in excess of M billion, portfolio 
realizations will continue to contract over time aa lower price contracts replace higher 
price contract run offi USECs detenorating financial perTormance stems from a number 
of fteters, some of which remain outside the company's control. Overcapacity in the 
market and depreased SWU prices, which appear stuck at approximalely S80 will, over 
time, impact revenues to an increasing degree The purchase of enriched urnnium under 
the Russian contract, for which they act as the U S government's executive agent, is at a 
pnee m excess of cunent market prices Whi’.e the company has advised that It Is in 
d:scus5?cns to negotiate a market based pricing mechanism, such would not become 
effective until January 2007 Comg forward, annual volumes purchasfHl umler the 
Ru^aian contract (3 5 million SWU) will cause USEC to cut back produclii'^o at its own 
plants to a level around 25% of nameplate capacity, thereby significantly increasing 


’*age3or3 
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production costs on a porunic basis. Power costs have risen dranwucally as well and the 
company is in discussions to achieve supply agreements fortheftimmer months similar 
10 those negotiated in calendar 1999. On its present opvaiional basis and with the 
initiatives that the company has announced. US£C indicates that^net income for fiscal 
2001 will be in the range ofS35 *$45 million versus the indicated fOTecast of $1 10 
minion for fiscal 2000. Going forward, interest coverage and other debt protection ratios 
may contract to a level not commensurate with an investment grade rating 
continues to demonstrate adequate cash gestenling capability over the near term, 
indicating an average ov^ the 2000 and 2001 period of $188 million per year prior to 
dividends, share repurchase and debt repayment The level ofeadh How gennated will, 
however, remain sensitive to the level ofuranaim sold from the iluckpile transferred by 
the Department ofEnergy under the Pfivatiaation Act The shv^e^buy back program and 
continued earnings contraction wilt also pressure cash flow 

Certain payment timing diHerences and USCC's share repurchase program during the 
fust half of its fiscal 2000 cuniributed to a more leveraged position of 40 ^/d compared to 
33Vo at June 30, 1999 Implementation of the additional share repurchase program, for up 
to 20 rrulllon shares by June 2001, will be a limiting factor in improvement in the 
leverage ratio notwithstanding the reduction in the dividend payout. 

UbEC Inc., headquartered in Bethesda, Maryland, had sales ofSI.S biliinn in its fiscal 
year ended June 30. 1999 

end 


Page 3 oTS 
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NUREG-1671 


I 


Standard Review Plan 

for the Recertification of 
the Gaseous Diffusion 
Plants 


Draft Report for Comment 


U.S. Nuclear Regulatory Commission 

Office of Nuclear Material Safety and Safeguards 5 | 

Washington. DC 20555-000 1 

***** 
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16.0 DETERMINATION OF FOREIGN OWNERSHIP, CONTROL, OR 
DOMINATION, COMMON DEFENSE AND SECURITY, AND 
RELIABLE AND ECONOMICAL SOURCE OF DOMESTIC 
ENRICHMENT SERVICES 


1 6.1 Responsibility for Review 

16.1.1 Primary: As designated 

16.1.2 Secondary: Facilities Security Speciaiist/Safeguards Technical Analyst 

16.1.3 Supporting: Material Control and Accounting Inspector/Resideni Inspector 


16.2 Purpose of Review 

The purpose of this review is to determine that an applicant tor certification is not owned, 
controlled, or dominated by an alien, a foreign corporation, or a foreign government; that 
issuance of a certificate would not be mimical to the common defense and security of the 
United States; and that issuance of a certificate would not be mimical to the maintenance of a 
reliable and economical domestic source of enrichment services.' 


16.3 Areas of Review 

£shemi 

An application to transfer certificates will be reviewed to examine the changes proposed m the 
application for the transfer from that which is currently approved or permitted under the existing 
certificates. 

Foreign Ownership. Control, or Dcmination 

Information submitted by the applicant, as specified in 'Foreign Ownership, Control, or 
Influence Guidance Documents tor the Privatization of the United States Enrichment 
Corporation,' will be reviewed. This information includes, but is not limited to: 

1. Portions of securities held by foreign entities or held by means that prevent the identification 
of the beneficial owner 


Note; the procedures in this SRP for a statutory determination of foreign ownership, control, 
or domination, are not to be used to determine foreign ownership, control, or influence 
(FOCI) for granting access to classified material. The NISPOM is the governing document 
for determining FOCI and the granting of access to classified material. 


16-1 
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Determination of Foreign Ownership 

2. Management positions held by non-U.S. citizens 

3. Ability of foreign entities to control the appointment of management positions 

4. Contracts and other agreements with foreign entities 

5. Finance and revenue sources involving foreign entities 
Common Defense and Security 

The following items will be reviewed for compliance with NRC regulatory requirements to 
protect the common defense and security; 

1 . Physical Security Plan 

2 Security Plan for the Protection of Classified Matter 

3 Fundamental Nuclear Material Control Plan 

4. Inspection, event, and resident inspector reports dealing with facility and transportation 
physical protection, matenai control and accounting, information security programs, and 
control of classified material 

5. Information regarding the impact of the Russian HEU Agreement, and any related contracts, 
on the financial viability of the applicant 

6 An assessment of the performance of the applicant as the executive agent of the U.S. for the 
Russian HEU Agreement in consultation with members of the HEU Oversight Committee 

Reliable and Economical Source of Domestic Enrichment Services 

Assessments of the financial viability of the applicant will be reviewed. The assessments will be 
based on the actual or estimated credit rating of the applicant, a standard used by the financial 
community to objectively measure an entity's financial condition, and its ability to meet its 
obligations, and other economic, financial and business characteristics. The current public 
credit rating of the applicant, published by a recognized credit rating agency (e.g., Standard & 
Poor’s. Moody's Investor Service. Duff & Phelps, or Fitch), will be reviewed. If (I) the applicant 
does not have a current public credit rating, or (ii) in the case of a transfer of the certificates, a 
public credit rating would not apply to the applicant after the transfer, then an assessment of the 
financial viability of the applicant, based upon an estimate of the applicant’s credit rating, will be 
reviewed. This estimated credit rating will be based on quantitative and qualitative analyses of 
the financial and business risks of the applicant. 


16.4 Review Procedures 


Draft NUREG-1 671 
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Determination of Foreign Ownership 

The reviewer should determine whether the applicant is subject to any of the criteria set forth in 
10 CFR Part 76.22, ■ineligibility of Certain Applicants." 

16.4.1 Foreign Ownership, Control, or Domination 

An applicant is considered to be foreign owned, controlled, or dominated whenever a foreign 
interest has the power, direct or indirect, whether or not exercised, and whether or not 
exercisable, through the ownership of the applicant’s securities, by contractual arrangements, 
or olhar means, to direct or decide matters affecting the management or operations of the 
applicant. 

A foreign interest is defined as any foreign government, agency of a foreign government, or 
representative of a foreign government; any form of business enterprise or legal entity 
organized, chartered or incorporated under the laws of any country other than the U.S. or its 
possessions and trust territories; any person who is not a citizen or national of the U.S: and any 
U.S. interest effectively controlled by one ol the above foreign entities. 

The reviewer should assess the following items to determine if the applicant is foreign owned, 
controlled, or dominated: 

1 - The applicant should provide answers to the following questions. If any of the answers are 
affirmative, the applicant should furnish detailed information that describes all conditions that 
exist. The information will be considered in the aggregate and the fact that some of the 
below listed conditions may apply does not necessarily render the applicant company 
ineligible for certification. 

a. Does a foreign interest own or have beneficial ownership in 5% or more of your 
organization's voting securities? 

b. Does your organization own t0% or more o( any foreign Interest? 

c. Do any foreign interests have management positions such as directors, officers, or 
executive personnel in your organization? 

d. Does any foreign interest control or influence, or is any foreign interest in a position to 
control or influence the election, appointment, or tenure of any of your directors, officers, 
or executive personnel? 

e. Does your organization have any contracts, binding agreements, understandings, or 
arrangements with a foreign interest(s) that cumulatively represent 10% or more of your 
organization's gross income? 

f. Is your organization indebted to foreign interests? 

g. During your last fiscal year, did your organization derive 5 percent or more of its total 
revenues or net income from any single foreign interest or in the aggregate 30 percent or 


16-3 
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Determination of Foreign Ownership 

more of its revenues or net income from foreign interests? 

h- is 5% or more of any class of your organization’s securities held in “nominee shares", in 
"street names", or in some other method wrttich does not disclose beneficial owner of 
equitable title? 

I. Does your organization have interlocking directors/officers with foreign interests? 

j. Are there any citizens of foreign countries employed by. or who may visit, your offices or 
facilities in a capacity which may permit them to have access to classified information or a 
signilicani quantity of special nuclear matenal? 

k. Does your organization have foreign involvement not otherwise covered in your answers 
to the above questions? 

2, The reviewer should obtain a foreign intelligence threat assessment. This assessment will 
be conducted through the Intelligence Community and others, and will be coordinated by the 
Department of Energy, The reviewer may obtain the assessment by contacting the DOE 
representative to the HEU Oversight Committee. 

3, If the applicant submits any affirmative information listed in section 16.5.1, steps l.a through 

l. k above, or the foreign intelligence threat assessment contains information, that the 
applicant maybe foreign owned, controlled, or dominated, the reviewer shall determine; 

a. the nature and extent of foreign ownership, control, or domination, to include whether a 
foreign interest occupies a controlling or dominant minority position; 

b. the source of foreign ownership, control, or domination, to include identification of 
immediate, intermediate, and ultimate parent organizations; and 

c. the type of actions, if any, that would be necessary to negate the effects of foreign 
ownership, control, or domination to an acceptable level. 

4, If it is determined that an applicant company may be considered to be foreign owned, 
controlled, or dominated, or that additional action would be necessary to negate the foreign 
ownership, control, or domination, the applicant shall be promptly advised and requested to 
submit a negalion action plan. In cases that involve foreign ownership, a plan may consist of 
one of the methods described in Chapter Z, Section 2-306, of the NISPOM. When factors 
not related to ownership are present, the plan shall provide positive measures that assure 
that the foreign interest can be effectively denied control or domination. Examples of such 
measures include: modification or termination of loan agreements, contracts and other 
understandings with foreign interests; diversification or reduction of foreign source income; 
demonstration of financial viability independent of foreign interests; elimination or resolution 
of problem debt; assignment of specific oversight duties and responsibilities to board 
members; adoption of special board resolutions; and other actions that negate foreign 
control or domination. 
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5. The reviewer shall arrange to meet with, or otherwise communicate these findings to, the 
principal members of the HEU Oversight Committee and obtain their comments. 

6. The reviewer shall ensure that NRC remains informed regarding foreign ownership, control, 
or domination by preparing certificate conditions of the following types: 

If, at any time after the privatization date, the Corporation obtains infomiation reasonably 
indicating changes described in the National Industrial Security Program Operating 
Manual, POD 5520.22-M, January 1995 (NISPOM), Chapter 1, Section 3, 1-302(h), to the 
intormation previously submitted to NRC, described in the NISPOM, Chapter 2, Section 3, 
2-302 b. ft) through (11), the Corporation shall notify NRC in writing within 15 days. 

If the Corporation enters into negotiations for the proposed merger, acquisition, or 
takeover by a foreign person, the Corporation shall submit notification to NRC, in writing, 
within 1 5 days of the commencement of such negotiations. The submission shall include 
the type of transaction under negotiation (stock purchase, asset purchase, etc.), the 
identity of the potential foreign person investor, a plan to negate foreign ownership, 
control, or domination, and copies of any related loan, purchase and shareholder 
agreements, annual reports, bylaws, articles of incorporation, partnership agreements, 
and reports filed with other federal agencies. 

16.4.2 Common Defense and Security 

1 . The reviewer should determine that the applicant's Physical Security Plan and Fundamental 
Nuclear Material Control Plan have been reviewed and approved by the appropriate NMSS 
personnel. 

2. The reviewer should consult with the Division of Facilities and Security to determine that the 
applicant's Security Plan for the Protection of Classified Matter has been reviewed and 
approved. 

3. If the applicant has previously been issued a certificate of compliance, the reviewer should 
ensure that NRC inspection reports and resident inspector reports do not indicate a general 
failure to protect the common defense and security interests of the United States. 

4. The reviewer should consider the impact of executing contracts associated with the Russian 
HEU agreement on the financial viability of the applicant. The analysis of the applicant’s 
financial viability, described below, should include information concerning the cost of 
procuring Russian material, the amount of material the applicant has contracted to procure, 
the costs of enrichment services provided by the applicant, and current market prices. This 
information should allow the reviewer to gauge whether executing such contracts might be a 
significant- economic disadvantage, or favorable to an extent that would motivate the 
applicant to reduce the production ot domestic enrichment services. 

5. The reviewer should arrange to meet with, or otherwise consult with, the principal members 
of the HEU Oversight Committee to obtain the committee’s assessment of the applicant’s 
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performance as the U.S. Agent for the Russian HEU Agreement. 

6. The reviewer shall ensure that NRC remains informed regarding the applicant’s performance 
as the U.S. agent tor the Russian HEU Agreement by preparing a certificate condition of the 
following type: 

USEC, or its successors, as the Executive Agent for the United States for implementing 
the Russian HEU Agreement, shall notify NRC in writing within 15 days, if at any lime and 
for any reason, including actions of third parties, USEC or its successors become aware 
of. or anticipate, any change in the provisions of, or in the implementation of, the terms of 
the "Memorandum of Agreement Between the United States Acting By and Through the 
United States Department of State, and the United States Department of Energy and the 
United States Enrichment Corporation, for USEC to Serve as the United States 
Government's Executive Agent Under the Agreement Between the United States and the 
Russian Federation Concerning the Disposition of Highly Enriched Uranium Extracted 
from Nuclear Weapons," entered into as of April 18. 1997. 


16.4.3 Reliable and Economical Source of Domestic Enrichment Services 

Issuance ol a certificate of compliance should be considered inimical to the maintenance of a 
reliable and economical source of domestic enrichment services if the applicant does not have 
a sufficiently strong financial condition to allow the expectation that it can remain viable lor at 
least five years. 

The review should consist of the following procedures. (If the staff elects to have a contractor 
conduct these procedures, the staff should review the contractor’s analysis and findings and 
either concur with the findings or specify the staff’s basis for taking a different position.) 

1. If the applicant has one or more current credit ratings issued by a recognized rating agency 
(e g.. Standard & Poor’s Corp., Moody’s, Investors Service, Duff & Phelps Credit Rating Co., 
or Fitch Investors Services. L.P.). the reviewer should determine whether the lowest such 
rating is of investment grade (e.g.. AAA, AA. A, or BBS as rated by Standard & Poor’s, or 
Aaa. Aa, A. or ^a as rated by Moody's) or below investment grade (e.g., BB, B, CCC or 
lower as rated by Standard & Poor's, or Ba. B. Caa or lower as rated by Moody's). 

2. If the applicant does not have a current credit rating issued by a recognized rating agency, 
the reviewer should conduct an independent analysis to estimate a credit rating and 
determine whether the estimated credit rating is of investment grade. The estimated credit 
rating should be based on quantitative and qualitative analysis of information provided by the 
applicant, including information regarding the applicant’s parent company or companies, to 
the extent that they might affect the financial condition of the applicant. 

a. The reviewer should ensure that NRC has received the following information from the 
applicant: 
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(1 ) The types, amounts, and holders of debt and the types and amounts of equity of the 
applicant. In the case of the privatization of USEC. the method of financing to be used 
to purchase USEC {if applicable), and the types, amounts, and holders of any debt 
and the types and amounts of equity of the privatized entity: 

(2) A five-year business plan addressing the applicant's enrichment business line as well 
as other anticipated business lines, inciuding alternative enrichment technologies such 
as AVLIS, that will require investments of capital (including working capital) by the 
applicant, and the portion of projected revenue, for each of the five years, covered by 
contracts in existence at the lime of the application: 

(3) All significant business and economic assumptions underlying the plan; 

(4) Pro forma financial statements for the applicant for each of the next five years; 

(5) Current financial statements (if applicable) for the applicant, and in the case of 
privatization, for USEC, along with an independent certified public accountant's 
opinion on the financial statements: 

(6) Identification of the applicant's proposed directors and officers and a discussion of 
their qualifications to provide financial and business management: 

(7} The organizational structure of the applicant and its. relationship to corporate parents 
and other affiliates: and 

(8) information on the financial condition of the applicant's corporate parents, including 
credit ratings, profiles prepared by the investment industry, and/or audited financial 
statements reflecting the three most recently completed fiscal years. 

b, The reviewer should ensure the items specified above are consistent, and that they 
provide a comprehensive and reasonable picture of the applicant. If pro forma financial 
statements are based on inconsistent or unrealistic assumptions, it may be necessary to 
discuss with the applicant the basis of the projections. 

c. The reviewer should quantitatively assess the financial characteristics of the applicant 
relative to available historical benchmarks. Some corporate financial analysis expertise 
will be necessary to complete this step. The reviewer may wish to obtain one or more 
financial texts for reference, such as Standard & Poor's "Corporate Ratings Criteria." The 
reviewer's analysis should include the following measures: 

( 1 ) Size Measures 

Net sales 
Net income 
Total assets 
Net worth 
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Total debt -f capitalization 
Total debt equity 
Long-term debt -■ capitalization 

(3) Coverage Ratios 

Net income plus depreciation and other noncash items total debt 
Pretax income plus interest expense 4 gross interest 

Pretax income plus depreciation and other noncash items plus interest expense 
gross interest 

{4) Profitability Ratios 

Net income -r total assets 
Pretax income plus interest -r total assets 
Net income -r equity 
Operating income -r sales 

Other ratios and measures, addressing the above categories or other financial 
characteristics may be used if they provide a measure of the applicant's financial condition 
(e g . see "Corporate Ratings Criteria"). 

d The reviewer should also consider qualitative factors in light of the financial analysis. 
Factors to be assessed include the applicant's competitive position, market environment, 
quality o1 management, and financial and business risks. These factors should be 
considered in proportion to their potential impacts on the applicant. 

e. The reviewer should evaluate the financial condition of the applicant's corporate parents 
and affiliates to the extent that they might affect the applicant's financial condition. The 
finanaal condition of corporate parents or affiliates should be should be considered in 
proportion to the potential impact on the applicant. 

f. Based on the preceding steps, the reviewer should establish an estimated credit rating of 
the applicant. In establishing the estimated rating, the reviewer should first determine 
what the estimated rating would be if it were based solely on an analysis of the applicant's 
financial ratios and size measures relative to available benchmarks. The reviewer should 
then adjust the estimated credit rating based on other considerations identified above. 
Adjustments should be proportional to each factor's potential impacts on the applicant. 
Assignment of a specific estimated rating (e.g., AA versus A) is not necessary if the 
reviewer is able to determine that the estimated credit rating is investment grade. 
Assignment of a specific rating may be necessary if the estimated rating is below 
investment grade. 

3. If the actual or estimated credit rating is of investment grade, the reviewer should find that 


Draft NUREG-1671 


16-8 



182 


Determination of Foreign Ownership 

the applicant has sufficiently strong financial condition to allow it to remain viable for at least 
five years, and that issuance of a certificate of compliance would not be inimical to the 
maintenance of a reliable and economical source of domestic enrichment services. It the 
actual or estimated credit rating is below investment grade, the reviewer should consider 
whether any other economic, financial, or business characteristics (e.g., contracts adequate 
to support the applicant’s operations over a five-year time period, financial guarantees 
provided by a parent company, compelling business prospects) exist that provide reasonable 
assurance of the applicant's viability for at least five years. If the reviewer finds that such 
factors exist, and that the applicant is expected to remain viable for at least five years, then 
the reviewer should find that issuance of a certificate of compliance would not be inimical to 
the maintenance of a reliable and economical source of domestic enrichment services. 
However, if the reviewer finds that such factors do not exist, then the reviewer should find . 
that issuance of a certificate of compliance to the applicant may be inimical to the 
maintenance of a reliable and economical source of domestic enrichment services. 

16.5 Acceptance Criteria 

16.5.1 Regulatory Requirements 

10 CFR § 76.22 addresses the ineligibility of applicants for certification if the Commission 
determines that: 

1. The Corporation is owned, controlled, or dominated by an alien, a foreign corporation, or a 
foreign government; or 

2. The issuance of such a certificate of compliance would be inimical to: 
a The common defense and security of the United States: or 

b. The maintenance of a reliable and economical domestic source of enrichment services. 

10 CFR § 76.33 provides for NRC to require the applicant to supply additional information as 
necessary. 

10 CFR § 95.16 addressos the collection of information necessary to determine that the 
applicant is not owned, controlled, or dominated by an alien, foreign corporation, or foreign 
government. 

10 CFR Parts 76 and 95 contain and reference applicable regulatory requirements necessary to 
protect the common defense and security. 

16.5.2 Regulatory Guidance 

Regulatory guidance applicable to the areas of review in this chapter are: 

1. U S. Nuclear Regulatory Commission, NUREG/CR-5734. "Recommendatiorrs to the NRC on 
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Acceptable Standard Format and Content for the Fundamental Nuclear Material Control 
(FNMC) Plan Required for Low-Enriched Uranium Enrichment Facilities," Nov. 1991 

2. U.S. Nuclear Regulatory Commission, Reg Guide 5.67, "Material Control and Accounting for 
Uranium Enrichment Facilities Authorized to Produce Special Nuclear Material of Low 
Strategic Significance." Dec. 1993 

3. U.S. Nuclear Regulatory Commission. "Security Plan Format and Content Guide for NRC 
Licensees. Certificate Holders, and Related Organizations," March 1994 

16.5.3 Regulatory Review Criteria 

The application is acceptable if the following criteria are met: 

Foreign Ownership. Control, or Domination 

After a review of the potential foreign involvement information in accordance with the Review 

Procedures, section 16.5.1 , the reviewer determines that no foreign interest has the ability, 

direct or indirect, whether or not exercised, to direct or decide matters affecting the 

management or operations of the applicant. 

The following add.tional criteria are applicable in the case of privatization of USEC: 

1 . Foreign competitors of USEC are precluded from participating in any acquisition of USEC. 

2. Entities with a substantial commercial relationship with foreign enrichment providers, with 
respect to uranium and uranium products, are precluded from participating in any acquisition 
of USEC. 

3. Foreign interests own no more than 10 percent of the outstanding voting securities of the 
applicant. 

4. Foreign sourced financing of an acquisition of USEC is no more than 10 percent of the 
purchase price. 

Common Defense and Security 

1. The applicant’s Physical Security Plan has been reviewed and approved. 

2. The applicant's Security Plan for the Protection of Classified Matter has been reviewed and 
approved. 

3. The applicant’s Fundamental Nuclear Material Control Plan has been reviewed and 
approved. 

4. If the applicant has previously been issued a certificate of compliance, a review of NRC 
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inspection reports and resident inspector reports does not indicate a general failure, by the 
applicant, to protect the common defense and security interests of the United States, 

5. Consultation with the principal members of the HEU Oversight Committee indicates that the 
applicant s performance as the U.S, Agent for the Russian HEU Agreement is acceptable. 

Reliable and Economical Source of Domestic Enrichment Service.s 

1, The applicant's current actual, or estimated public credit rating is investment grade (e.g. 
Standard & Poor's AAA to BBB, Moody's Aaa to Baa); or 

2. The applicant's current actual or estimated public credit rating is not investment grade, but 
other economic, financial, or business characteristics exist that strongly indicate the entity's 
viability for at least five years. 

16.6 Evaluation Findings 

After evaluating the application and the supporting information, and determining the information 
to be adequate and the acceptance criteria to be met, the reviewer will prepare a statement, 
similar to the following, for inclusion in the Certificate Evaluation Reports: 

On the basis ol the staff's review and evaluation of the application for certification, the 
staff has found no cause to determine that: 

1 . the applicant is owned, controlled, or dominated by an alien, a foreign corporation, or a 
foreign government; or 

2 issuance of a certificate of compliance would be inimical to the common defense and 
security of the United States; or 

3, issuance of a certificate of compliance would be inimical to the maintenance of a reliable 
and economical domestic source of enrichment services. 

16.7 References 

U.S. Department of Defense, ‘National Industrial Security Program Operating Manual 
(NISPOM)," DOD 5520.22-M. Jan. 1995. 

U.S. Department of Energy, U.S. Nuclear Regulatory Commission, U.S. Enrichment 
Corporation, ‘Foreign Ownership. Control, or Influence Guidance Documents for the 
Privatization of the United States Enrichment Corporation.‘ 


16-11 


Draft NUREG-1671 




IMPLEMENTING THE HEli AGREEMENT 


C iirrenl IsHies: Tlic United Slates Ennehment Conwratioii (USEC) has experienced financial difficulties 
since It became a private corporation in Jul\ 199S. The total return on the slock is -27.9% over the last 
^ car Whnt- if an\ . arc the implications of USEC's jKJrfonnanc^ as executive agent for implementation of 
the I w' U S -Russian HEU Purchase Agreement'-^ Will USEC badk out as executive agent in the near 
lernC Can USEC sustain its role in the long term? What are the implications for U.S. planning, policy and 
actions'^ 

Impact of HEU Agreement on USEC; USEC attributes inanx of its problems to the costs of its current 
lolc as U S evecutive agent in implementing the HEU Agreement (see appendix). Under that agreement. 
tlic I S lus contracted to purchase the material denved fron> 5(K)MT of HEU from Russian weapons over 
tv\cni\ \cars USEC purchases sopamiivc work units (SWU) derived from Russian weapons and sells it to 
utiimes for reactor fuel Tins track of the deal is worth roughly SXB to Russia over the life of ihc 
agfeeincni For the balance of the HEll Agreement until 2013. Russia is scheduled to provide roughK 5.5 
nulhon SWl per \ear - nearly halfof U.S. annual demand From USEC's standpoint, the purchase of 
Russian SW'U (currently $}<V.50/SWU) displaces SWU thc\ produce more cheaply in the U.S. 

( iSEC's Challenges and Impact on HEU Agreement: USEC. howcv'cr. faces serious constraints other 
than the HEU Agreement USF.C. ulule remaining dominant in the U.S market for enrichment services. 
t'aee^ a siighiU declining market share in a more competitive market. USEC's average sales price is 
Ml’' 40.'SWl!. a prtcc that will fall as ikw contracts with lower prices start to dominate their sales. USEC 
h;iv conmiJtnKms to run two aging gaseous diffusion plants (GDPs), no proven enrichment technology for 
»{■' [ni.xluetion m the future, and a large dividend pavment to stockholders Sustaining the cash flow for the 
ihv idend cuts against near temi investments needed to sustain, consolidate or improve enrichment 
»,>}vratioi« As n result. USEC has been selling natural uranium stocks received ihrough privatization and 
coin ersion services to raise cash to sustain itself Natural uranium prices have as a result fallen to new 
lows despite tlic March 1909 L! S -Russian Transfer Agreement to intended to shore up the natural 
uiaiimm track of the HEU AgrccnKni 

( SEC’s Appeal to the Government: Against this backdrop. USEC has urged the executive and 
legislative branches to take measures to assist its economic positicm in the interest of sustaining the HEU 
At'teemcni I ’SEC has aKso sought to gel Russia to agree to lower ilw costs of the SWU it purchases from 
Kusmu in 3iHifi. r.iihcr than 2t)b2 when the current contract would open the issue (although the Russians 
appareiuK Icei no compulsion to lower tlKir ictums to benefits USEC shareholders). If USEC docs not 
ueewe ivlie!. ii cnuld withdraw from Us role ns the U S agoiii for tlie HEU Agreement before the U.S. has 
h.Kl .1 chance lo fulK develop an aitemaiivc In addition. USEC might choose to close the Portsmouth. 
Ohs.> plant in the near tenn, this would save the companv approximately $11.' millionpcr year, but would 
cause uDcmplov hkmu for i .'09 |h.* 0 })Ic that were prov ided some reassurance In a 1 998 Trcasurv Agreement 
that thwv would tv emplovccl through 2tK>4 InfomvalK. USEC has suggested tlmt lhe\‘ need $1(X) million 
jvi v-vM! 1t>i the ncM twii sears. 2(K10 and 2001. to avoid such outcomes. 

Kr^ievking ibe Options: Tins paper explores a range of options that tile US. might consider to address 
1 ILl Agtcvnieni iniplcmeiilatioii in the near term Tlicv range from direct appropriations to doing nothing 
i'cvoiui pn pariih' for the market to lake it> course, some could be pursued together. Tins paper docs nor 
.ukticw m dcfaii how the IfS might use ihcsc cations m negotiations with USEC (e.g. restraints on natural 
urauuim sales, worker benefits. Imuis on management benefits) or the Russians, the likelihood of USEC 
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USEC INC. 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


Tr.e- fc'.lowing discussion should be read in conjunction with, and is 

in its entirety by reference CO, the consolidated financial statements 
ar.c le.ated notes and management's discussion and analysis of financial 
condition and results of operations included in Che Annual Report on Form 10-K 
for the fiscal year ended June 30, 199S. 


FEECLTE OF OPEFATIONS ■ THREE AND SIX HCaJTHS ENDED DECEMBER 31, 1999 AND 1998 


f rcm the sale of SWIJ amounted to $431-8 million in the three months 
enoer. Lererber 31. 1999, an increase of $18.0 million {or 4%) over the $413.8 
rrillic:-, ir. the corresponding period of fiscal 1995. In the six months ended 
December il. IS??, revenue was $637.0 million, a reduction of S84,S million {or 
II f tror- the million in the fiscal 1999 period. 

C.har.ges in revenue in, the fiscal 2000 periods resulted from a reduction in. 
average prices for separative work units {“SWU") billed Co customers, changes in 
tifr.ir.g of customer nuclear reactor refueling orders, and lower SWU commitment 
levels of two domestic and a foreign customer. Average SWU prices billed to 
customers declined 9% and 5% in the three and six months ended December 31, 

1999, respectively, compared with the fiscal 1999 periodo. 

The volume of SWU sold increased 14% in the three months ended December 31, 
1999, but declined 7% m the six months ended December 31, 1999, compared with 
the corresponding periods of fiscal 1999. Revenue and operating results can 
fluctuate Significantly from quarter-to-quarter, and in some cases, 
yeax -to-year. Customer requirements are determined by refueling schedules for 
nuclear reactors, which generally range from 12 to 16 months {or in some cases 
up to 24 months} , and are in turn affected by, among other things, Che seasonal 
nature of electricitv' demand, reactor maintenance, and reactors beginning or 
terminating operations. 

Revenue in the three months ended December 31, 1999, ' includes sales of $42.8 
million to customers in Japan to replace SWU stranded at the Tokai-mura uranium 
processing facility in Japan. Operations at the facility were suspended in 
September 1999 following an incident involving highly enriched uranium for an 
experimental reactor. Nuclear fuel services sold by USEC were not involved in 
Che incident. Additional sales to Japanese customers affected by the incident 



187 


are expected during the remainder of fiscal 2000. As SWU is retrieved from the 
facility and used by the Japanese customers in fiscal years 2001 and 2002, 
USEC's sales to such customers may be reduced. 

USEC's financial performance over time can be significantly affected by 
changes in the market price for SWU. As older customer contracts with higher 
prices expire, USEC's backlog is becoming more heavily weighted with newer, 
contracts with shorter terms and lower prices. In light of this, USEC expects 
that its backlog will decline over time unless new SWU commitments are added at 
sufficient levels to offset the impact of shorter term contracts, expiring 
commitments and lower prices. 

I 

Revenue from sales of uranium, primarily uranium hexafluoride, amounted to 
S15.8 million and $41.5 million in the three and six months ended December 31, 
1999, compared with $8.6 million and $8.8 


8 

cFAGE> 9 

million in the corresponding periods in fiscal 1999. The level of uranium sales 
IS consistent with USEC's long-range plans developed at the time of 
pr 1 vat 1 zat ion . Although uranium prices have declined in the six months ended 
December 31, 1999, compared with Che corresponding period in fiscal 1999, sales 
of uranium from inventory are expected to continue to generate cash flow. 

The percentage of revenue from domestic and international customers follows; 

< TABLED 
<CAPTI0k'> 

THREE MONTHS ENDED SIX MONTHS ENDED 

DECEMBER 31, DECEMBER 31, 


1999 1998 1999 1998 


<S> <C> <c> <c> <c> 

Domestic 62% 54% 56% 56% 

Asia 35 41 39 34 

Europe and other 3 5 5 10 


100 % 1001 1001 100 % 

</TABUE> 

Revenue from domestic customers declined $29.3 million (or 7%), revenue from 
Customers in Asia increased $16.4 million (or 7%). and revenue from customers in 
Europe and other areas declined $38.9 million (or 54%) in the six months ended 
December 31, 1999, compared with the corresponding period of fiscal 1999. The 
changes in the geographic mix of revenue resulted primarily from replacement SWU 
sales CO Japan, the timing of customers’ orders, and Che growth in sales of 
uranium,. 

Cost of Sales 

Cost of sales is based on the quantity of SWU sold during the period and is 
dependent upon production costs at the plants and purchase costs primarily under 
the Russian contract. Production costs consist principally of electric power, 
labor and benefits, depleted uranium disposition costs, materials, and 
maintenance and repairs. Under the monthly moving average inventory cost method, 
an increase or decrease in production or purchase costs will have an effect on 
cost of sales over current and future periods. 
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Cost of sales arpounted to $377.4 million in the three months ended Deceither 
31, 1999, an increase of $46.7 million (or 14%) compared with $330.7 million in 
the corresponding period in fiscal 1999. Cost of sales in the six months ended 
December 31, 1999, was $563.9 million, a decline of SIS.S million (or 3%) from 
the $579.3 million in the corresponding period of fiscal 1999. The increase in 
cost of sales for the three months ended December 31, 1999, reflects the 14% 
increase in the volume of SMD sold and higher sales of uranium. Cost of sales 
continues to be adversely affected by increased purchases of SWU under the 
Russian contract and lower production at the plants. As a percentage of revenue, 
cost of. sales amounted to 83% -in the -first six months of fiscal 2000, compared 
with 79% in the corresponding period of fiscal 1999. 

USEC purchases a significant portion of its. electric power based on 
long-teirm contracts with dedicated power generating facilities. Firm power costs 
vary depending on operating and capital cc»ts incurred at the power generating 
facilities- Non-f.irm power costs vary seasonally with rates being higher during 
winter and summer as a function of the extremity of the weather. USEC’s power 
costs are f/picai)y higher in the summer months as almost all of the power 
supplied to the Paducah plant in the summer months is purchased at market-based 
rates because it is non-firm power. In the summers of 1999 and. 1998, production 
at the Paducah plant was reduced to mitigate the high cost of non-firm power. 

Electric power costs, amounted to $177.4 million in the first six months cf 
fiscal 300G ! representing 


9 
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50% of production costs] compared with $199.0 million (represent ing 55% of 
prod-jction costs' in the corresponding period of fiscal 1999, a reduction of 
$21.6 miHjon tor 12%> . Power supplied to and purchased for the Portsmouth plant 
in the e:>: months ended December 31. 1999, was lower chan in the corresponding 
period i.n fiscai 1999. USEC negotiated and impleme.hted changes to its power 
supply agreements to limit exposure to high-cost, non-firm power prices at the 
Paducah plant, to monetize excess pe-wer available in the summer of 1999 under 
the contract co the Portsmouth plant, and to have the ability to move blocks of 
power in the cummer of 1995 from the Portsmouth plant co.the Paducah plant. USEC 
and one of its major suppliers are in negotiations for a similar supply 
agreement modi f i cat ior. to be in place for the summer of the year 2000, In the 
six months ended December 31. 199S, persistent hot weather, high electricity 
de.mand :r. the Hid-west and power generation shortages had contributed to record 
high po'wer costs at the Paducah plant. 

Costs for labor included .in .production costs declined 7| compared with Che 
first S. 1 X months of fiscal 1999. The average number of employees at the plants 
declined 91 an the first six months of fiscal 2000 compared with the 
corresponding period in fiscal 1995. In fiscal 1998, USEC had recorded a special 
charge of S 12.6 million for costs related to severance benefits co be paid to 
plant workers in connection with workforce reductions, of which 511.8 million 
had been paid with respect to 470 workers as of December 31, 1999, 

During fiscal 1999 and most of the six months ended December 31, 1999, SWU 
unit production costs at the Portsmouth plant were adversely affected by low 
production facility capability due to sub-optimal gaseous diffusion production 
equipment availability. A significant improvement in equipment availability was 
achieved in the three months ended December 31. 1999. 

Pursuant to the agreement with the U-S. Treasury, USEC has committed to 
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continue operation of the two plants until at least Januai^ 2005, subject to 
limited exceptions, including: 

events beyond the reasonable control of USEC, such as natural disasters; 

a decrease in annual worldwide demand to less than 28 million SWU; 

a decline in the average price for all SWU under USEC's long-term firm 
contracts to less than $80 per SWU (in 1998 dollars); 

a decline in the operating margin to below 10 % in a consecutive 
twelve-month period; 

a decline in the interest coverage ratio to below 2.5x in a consecutive 
twelve-month period; or 

if the long-term corporate credit rating of USEC is, or is reasonably 
expected in the next twelve months to be, downgraded below an investment 
grade rating . 

On February 4, 2000, Standard £. Poor's revised its credit rating of USEC’s 
long-term debt to below investment grade. 

USEC is the Executive Agent of the U.S. Government under a 
government -to-government agreement to purchase the SWU component of enriched 
uranium recovered from dismantled nuclear weapons from the former Soviet Union 
for use in commercial electricity production. Cost of sales has been, and will 
continue to be, adversely affected by amounts paid to purchase SWU under the 
Russian contract- In addition, since the volume of Russian SWU purchases has 
increased, USEC has operated the plants at significantly lower production levels 
resulting in higher unit production costs. Global market prices for SWU have 
declined below the price being paid for SWU under Che Russian contract. Based on 
preliminary discussions with the U.S. and Russian governments, USEC expects that 
prices for SWU purchased under the Russian contract will be aligned with market 
prices beginning in calendar year 2002. 

SWU purchased from the Russian Federation represented 45% of the combined 
produced and purchased supply mix in the six months ended December 31, 1999, 
compared with 35% in the corresponding period in fiscal 1999. USEC has ordered 
5.5 million SWU for delivery under the Russian 
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contract in calendar year 2000 and expects to order and purchase 5.5 million SWU 
in calendar 2001. 

Gross Profit 

Gross profit amounted to $114.7 million in the first six months of fiscal 
2000, a reduction of $36. 3 million (or 24%) from $151.0 million in the 
corresponding period in fiscal 1999. Gross margin was 17% compared with 21% in 
the first six, months of fiscal 1999. The reduction reflects the 5% decline in 
average SWU prices billed to customers. 

Project Development Costs 

Project development costs amounted to $4.0 million in the first six months of 
fiscal 2000 compared with $58.8 million in the corresponding period in fiscal 
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Mr. Burr. The Chair would recognize himself at this time for the 
purposes of questions of Mr. Timbers. 

Mr. Timbers, you said that there was a great effort to control 
costs and that all things are on the table. Tell me, was Mr. 
Strickland’s remarks relative to your compensation accurate? 

Mr. Timbers. Mr. Chairman, which part of Mr. Strickland’s 

Mr. Burr. Let me rephrase the question. If you added up all the 
salary, the bonus, the stock options or dividends, whatever is in 
your package, what do you make on an annual basis? 

Mr. Timbers. I make a salary of $600,000 a year, and the rest 
of compensation is at risk. Last year, there was a bonus approxi- 
mately of 600,000; and the balance was in stock. 

Mr. Burr. That stock would have been valued at what? 

Mr. Timbers. I would have to check what the value was at that 
time. I am not sure right now. 

Mr. Burr. Were those stock options you were referring to? 

Mr. Timbers. Combination of stock options. Most of it was in 
stock options, and there was restricted stock as well. 

Mr. Burr. When can you exercise those options? 

Mr. Timbers. There is a vesting period that is — I think it is pro- 
rated over a 5-year period so one-fifth is vested in the first year, 
and then the second fifth is vested in the second year and so on 
through 5 years. 

Mr. Burr. Let me ask you, we are in the 21st or 22nd month of 
the privatization. Was your salary bigger this year than last or less 
this year than the prior year? 

Mr. Timbers. According to the agreements with the Treasury at 
the time of privatization, my compensation could not change for 6 
months following privatization. After that 6-month period — we 
privatized in July 1998. That 6-months period expired in February 
1999. 

Mr. Burr. Where is your salary in compensation today relative 
to where it was for the first 6 months when it couldn’t be changed? 

Mr. Timbers. The first 6 months I think as Mr. Strickland indi- 
cated I think was $325,000. 

Mr. Burr. It has gone up significantly. 

Mr. Timbers. It has gone up from the government sector salary 
to a private sector salary. 

Mr. Burr. Is your salary on the table as it relates to all things 
on the table? 

Mr. Timbers. My salary has not been discussed in that context. 

Mr. Burr. Let me ask you if you were fired today, how much 
would you walk away with with the agreements — I think he re- 
ferred to a parachute. 

Mr. Timbers. I would have to go back and check that. I can’t 
quote you those numbers. 

Mr. Burr. Can anybody behind you help you? Is it 3 years of 
pay? Am I close? 

Mr. Timbers. I think it is approximately 3 years of pay. 

Mr. Burr. So if you were fired, you would get 3 years of pay. If 
you quit, how much would you get? 

Mr. Timbers. Zero. 

Mr. Burr. Is that to the best of your knowledge? Do you need 
any help from the people behind you? 
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Mr. Timbers. If I were to quit, it would be zero. There is not 
compensation. I would point out, Mr. Chairman, that this com- 
pensation structure was evaluated by an outside independent com- 
pany. It is structured so as to be comparable to like, similar size 
companies in similar type businesses. 

Mr. Burr. Mr. Timbers, I am sure whoever did those calculations 
probably used something as a guide. I am not asking technical 
questions about USEC because I think that we have some people 
who are integrally interested, Mr. Strickland, Mr. Whitfield, but I 
did come out of business and I know that when a company’s stock 
devaluates 75 percent, there is a board of directors that usually 
looks at the officer’s salary first and tries to make adjustments that 
are reflective of that. The simple question I am asking you as presi- 
dent, as head of the board, has your board of directors come to you 
and said we need to talk to you about your salaries or have you 
talked to officers about the level of salaries? 

Mr. Timbers. No, that discussion has not occurred. 

Mr. Burr. So your salary and officers’ salary is off the table 
when we talk about cost-cutting procedures as it relates to a com- 
pany whose stock has depreciated 75 percent of its open value. 

Mr. Timbers. Mr. Chairman, I said that discussion has not oc- 
curred. 

Mr. Burr. Will it occur? 

Mr. Timbers. There are not plans of that right now. 

Mr. Burr. Did the changes in the market condition come as a 
surprise to you? 

Mr. Timbers. There were expectations that it was a challenging 
environment in terms of the market. I think those expectations 
were reflected in our disclosure statement, both in the offering 
memorandum and subsequent 10-K and 10-Q statements. 

Mr. Burr. If you had to close the facility today, which one would 
it be of the two? 

Mr. Timbers. We don’t have — we have not made any kind of de- 
termination of that sort. 

Mr. Burr. Do you have any detailed plan on cost-cutting proce- 
dures? 

Mr. Timbers. Pardon? 

Mr. Burr. Do you have any detailed plan on cost-cutting proce- 
dures? 

Mr. Timbers. Mr. Chairman, I still didn’t 

Mr. Burr. Do you have any written plan on cost-cutting proce- 
dures? 

Mr. Timbers. We are looking at a number of different alter- 
natives of how we may be able to save costs for the company in 
terms of power, in terms of labor, in terms of plant operations and 
a variety of different scenarios have been looked at. Do they con- 
stitute a plan? We do have an operating plan in place that has a 
number of different scenarios being considered. 

Mr. Burr. Your company recently purchased 10 million shares of 
its own stock back for an average price of $10 a share. You have 
already lost $55 million based upon my calculation of where the 
stock price is today at roughly $4.50. Explain how this has been 
an effective cost-cutting effort. 
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Mr. Timbers. The stock buy-back program that you refer to was 
initiated in July 1999; and at that time, there was a view in terms 
of purchasing that stock that it was an effective use of the cash of 
the corporation. Cash of the corporation belongs to the shareholder, 
and we need to make a determination as stewards of that cash for 
the shareholder as to how best to effectively deploy that cash. If a 
determination was made that the stock of the company was under 
valued at that time and that would be a good investment to make, 
that amount was I think completed at approximately the price you 
are talking about. 

Mr. Burr. The Chair has really concluded the question it wanted 
to ask but would take this opportunity to make a statement that 
in fact the price of stock in the marketplace is indicative of what 
individual investors are willing to pay, based upon their comfort 
level of not only the business that the company is in but in the 
leadership of the individuals that run the company; and I think 
that, Mr. Timbers, for the trend that you suggest today, my No. 1 
suggestion would be you need a written plan. Without a written 
plan, it puts everything on the table, everything, including salaries 
that don’t reflect the trend that is currently happening to your 
company stock. I think with some certainty I would know what the 
value would be a year from now. 

At this time the Chair would recognize Mr. Stupak for purposes 
of questions. 

Mr. Stupak. Thank you, Mr. Chairman. Mr. Timbers, in my 
opening statement I said we all share some responsibility here, and 
I stick with that statement. If we are going to share the responsi- 
bility, I guess I would pick up a little bit where Mr. Burr was. 

I mentioned in my opening statement about Lee lacocca coming 
here before Congress, actually this committee and Jim Blanchard 
was the Congressman from Michigan. And we helped out the 
Chrysler company, but Mr. lacocca’s salary was $1 and from what 
I have heard thus far today, it looks like your salary is about $1.2 
million in cash not counting stock options where those values may 
be. It could very well be over $2 million. So if we are going to share 
this responsibility which I think we have to, if we are going to 
come and ask the Congress for a $200 million bail-out request, we 
have to all share in some of that responsibility. 

When Congress privatized the USEC probably before any of us 
sitting on this dias, it is fair to say before any of us on this dias 
were in Congress, the purpose was to gain money for the Treasury; 
is that correct? 

Mr. Timbers. Yes. 

Mr. Stupak. And, in fact, in 1991 you proposed privatization of 
USEC to the Bush administration; did you not? 

Mr. Timbers. I am trying to think. In 1990, I worked for Smith 
Barney. 

Mr. Stupak. 1991 1 said. 

Mr. Timbers. I am not sure what you are referring to in 1991. 
There was proposals in another endeavor that I had. 

Mr. Stupak. Did you propose privatization of USEC to the Bush 
administration, you personally? 

Mr. Timbers. If there was a proposal being made at that time, 
it was in the context of a report prepared under the company 
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Smith Barney; and I was acting on behalf of Smith Barney so if 
there was a proposal 

Mr. Stupak. On behalf of the corporation, you recommended that 
USEC should be privatized? 

Mr. Timbers. We recommended that the existing business of the 
uranium enrichment under the guise of operating within the full 
government had a great deal of difficulty for its future success. We 
recommended at that time that it would be 

Mr. Stupak. Let’s fast forward. I think the answer is yes that 
Smith Barney recommended it. You were part of that group. Let’s 
go to 1998. In 1998 you supported, in the clearest terms, privatiza- 
tion of USEC through a public offering; did you not? 

Mr. Timbers. I am sorry, did I 

Mr. Stupak. In 1998 did you support privatization of USEC 
through a public offering IPO in 1998? 

Mr. Timbers. I was asked by the Federal board of directors to 
give my views as to what was the best way to privatize and in re- 
sponding to these views indicated that I thought the best plan was 
to privatize it through an IPO in terms of getting — maximizing 

Mr. Stupak. The answer is yes then. 

Mr. Timbers, [continuing] maximizing the criteria set by Con- 
gress. 

Mr. Stupak. I am not trying to cut you off. I am down to 2 min- 
utes so I am trying to get through some of these questions. 

USEC agreed to all those constraints you talked about in your 
statement in 1998, did they not? 

Mr. Timbers. Yes. 

Mr. Stupak. In fact, if you had thought it was not workable, you 
would have recommended that privatization was not feasible; 
would you have not? 

Mr. Timbers. That is correct. 

Mr. Stupak. But you didn’t do that. You thought it was feasible, 
and you recommended in 1998 that they move forward? 

Mr. Timbers. I did, yes. 

Mr. Stupak. According to the minutes of the board meetings in 
June and July 1998, you knew the market price of the SWU in new 
contracts was below your production costs and even below what 
you are paying for the Russian SWU and the price of that SWU 
would go up even if the market price went down. In fact, on page 
44 of the minutes of July 22, 1998, the board is told that the aver- 
age price of new contract is already below $90 an SWU, and there 
was concern reported in the press that it would go as low as 80 
which would be the low production cost and the cost of Russian 
SWU. So you already knew that when you made these IPOs, right? 

Mr. Timbers. I don’t believe those were my observations, but I 
would like to go back and check the record. 

Mr. Stupak. June and July board minutes of 1998, I guess that 
was also based upon something from J. P. Morgan; right? 

Mr. Timbers. Mr. Stupak, I would have to check the record on 
that. 

Mr. Stupak. In the book right there, I believe it is document 
number 22. 

Mr. Timbers. This is my book. 
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Mr. Stupak. Do we have document number 22 there we could 
show the witness. The same white book, wrong contents. 

Under document number 22 it is on page 44. I stand corrected. 
Document 27, page 44 I am looking at — the second issue, on line 
14, the second issue was the falling of new contracts below $80 per 
SWU. The intent at the time it was agreed to was not the very next 
contract you signed. This became a major issue because there was 
some concern that as you all know, the prices have been falling and 
the average price of new contracts has been heading below $90. 
There was some concerns stated in the press that it would be as 
low as 85, 84, and $80 would be breached within the next year. 

So is that correct? That is what I am really trying to get at. And 
that’s your board minutes. 

Mr. Timbers. Mr. Stupak, I was not on the board of directors. 
And as I look at this document, this is the July 22, 1998 meeting; 
if I see the attendance, I was not present at that meeting. 

Mr. Stupak. So you were not at the meeting, but you were the 
CEO of the company? 

Mr. Timbers. The Federal board of USEC did not have the CEO 
on the board. There are five Presidentially appointed. Senate con- 
firmed members. That did not include the CEO. 

Mr. Stupak. Okay. But you knew the price of your contracts, did 
you not? 

Mr. Timbers. Do you know who was saying this? Because this is 
somewhat out of context. 

Mr. Stupak. Mr. Goldman. 

Mr. Timbers. Mr. Goldman is an attorney? 

Mr. Stupak. Right. You know the price of your contracts; right? 
Yes or no? Did you know the price of your contracts? 

Mr. Timbers. Yes, I knew the price of the contracts. 

Mr. Stupak. So that is correct? That is the prices that you 
thought it would be? 

Mr. Timbers. No, I believe that the contracts prior to privatiza- 
tion were approximately about $92 that were being added to the 
book. It says here there is some concern in the press that things 
would go lower. That is not necessarily what our view was at that 
time. 

Mr. Stupak. You are saying that you thought the new contracts 
were $92? 

Mr. Timbers. I believe they were $92, which is higher — if I can 
refer to your statement, that is higher than the price we were pay- 
ing to Russia. 

Mr. Stupak. Correct. 

Mr. Whitfield [presiding]. Mr. Stupak, you have run over by 
about 2 minutes. If you could make this your last question. 

Mr. Stupak. Would you provide us some evidence that you knew 
it would be $92? 

Mr. Timbers. In our disclosure documents, in terms of both the 
prospectus and the offering memorandum that we provided to po- 
tential bidders, I believe the price on there was $92 per SWU, to 
the best of my recollection. But I would be glad to go back and 
check that for the record, Mr. Stupak. 

Mr. Stupak. And you projected out that they would be $92? 
Would be your projected cost? 
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Mr. Timbers. We projected that the price would be stable at that 
time. 

Mr. Stupak. Really, even though the newspaper and everyone 
else said everything was going, if I can use the word, “to hell in 
a hand basket” in a big hurry. You had excess production 
capacity 

Mr. Timbers. I’m not exactly sure. 

Mr. Stupak. [continuing] of a uranium stock. 

Mr. Timbers. Pardon me? 

Mr. Stupak. Everyone was saying that, look, excess production 
capacity, yet falling prices and liquidation of uranium stocks. The 
newspapers was saying it was going to be down in the low 80’s, but 
still you projected out to the 90’s and $92 in the future? 

Mr. Timbers. We believed at that time that the market would be 
stable in terms of the pricing. The pricing that has dropped since 
privatization, as I indicated, which is about 15 percent, is a level 
that dropped the prices below a level that we were projecting at 
that time. 

Mr. Stupak. Mr. Chairman, thank you for the extra time. 

Mr. Whitfield. Okay, I will ask questions next. Mr. Timbers, in 
the strategic plan that was developed in preparation for privatiza- 
tion in document 5 in the book you have a page with key assump- 
tions on estimated new sales prices for SWU. In the year 1999, the 
estimated new sales price for SWU is $95 per SWU. And it show 
it’s going up to $110 per SWU in the year 2007. 

Mr. Timbers. With escalation. That includes escalation. 

Mr. Whitfield. Now, we’re talking about new sales; we are not 
talking about old contracts. 

Mr. Timbers. That’s correct. 

Mr. Whitfield. And SWU never did reach any of these prices 
during these years, did it? I mean, right now you are selling them 
at about $80 a SWU. 

Mr. Timbers. That’s correct. 

Mr. Whitfield. So where did these numbers come from that 
would show a projection of $95, $96, and $98 a SWU? 

Mr. Timbers. The strategic plan in 1997. Obviously, market fac- 
tors have changed since that time. 

Mr. Whitfield. And what year did you prepare the strategic 
plan? 1997? 

Mr. Timbers. Yes. 

Mr. Whitfield. So things dramatically changed. Instead of hav- 
ing SWU at $95 in 1999, it is down to around $80. 

Mr. Timbers. Things have considerably changed. There has been 
a fundamental change in terms of competitor pricing. There has 
been a contraction of the marketplace. There has been aggressive 
liquidation of inventories by customers here and abroad. And since 
this time period, the market is fundamentally different, even with- 
in the short period from September 1997. 

Mr. Whitfield. So for whatever reason, the strategic plan is 
wrong on the SWU price. 

Mr. Timbers. Well, anytime you develop a strategic plan, a stra- 
tegic plan dynamic document, it is appropriate at that time 

Mr. Whitfield. Let me ask you another question. You have been 
with USEC since 1993? 
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Mr. Timbers. Yes. 

Mr. Whitfield. And during that time that you have heen associ- 
ated with USEC, there has been a lot of discussion about AVLIS 
technology. Now in the board meeting on June 3, 1998, there was 
quite a bit of discussion about AVLIS technology in the context of 
which offer, IPO, merger and acquisition, would be the best way to 
go. And I know that Mrs. Green on page 253 made the comment: 
If you don’t invest in AVLIS, there really is no future for enrich- 
ment. And on page 244, you said that every day that privatization 
is delayed, we delay the deployment of AVLIS. And then you said 
the No. 1 thing for the privatized company within the first 90 days 
is to begin the siting process for AVLIS. Technology is not the 
question, it is a siting delay. 

And then in the prospectus, they talk about the competitive ad- 
vantage of this company is the AVLIS technology. And it says that 
USEC plans to complete the development and commence commer- 
cialization of the next generation of uranium enrichment tech- 
nology, AVLIS, and that it will be deployed at full-scale facility by 
2005. 

Now that was in 1998. What changed that made you all drop the 
AVLIS technology so completely after it had been sold as the tech- 
nology that could make this industry succeed? 

Mr. Timbers. AVLIS, prior to their privatization for a period of 
about 18 months, had a significant string of successes of dem- 
onstration performance at the Lawrence Livermore lab, and that 
gave us a considerable degree of confidence that the technology was 
being proven to be successful and that we can move to the level of 
deployment. And if you recall, subsequent to privatization, we 
began a deployment process where we began to make inquiries 
throughout the United States about possible sites, including Padu- 
cah and Portsmouth. 

Now, what really has happened — what happened since that time 
is the technology did work. AVLIS technology did work, did enrich 
uranium. But what happened is that we could not get the further 
development in terms of longevity of operations of the enrichment 
process such that, as we tried at the Lawrence Livermore labs, the 
rate of return that we could get out of the project could not exceed 
the double digits. 

Economically, we could not make this thing work from an invest- 
ment standpoint. Technically, it worked. Technically, it reflected 
the results that we had, but we could not improve it to the point 
of making it economic. 

Can I just explain how that works? In order to run AVLIS suc- 
cessfully, it had to run for a long period of time so that between 
a refurbishment module and what happened during our testing, 
subsequent to our good string of 18 months of tests, is that we 
could not extend that period sufficiently enough to get a great — a 
run rate of return on material that we were enriching. 

Mr. Whitfield. So basically, the technology works but from a 
commercial standpoint, the return is simply not there? 

Mr. Timbers. It did not work well enough. 

Mr. Whitfield. Now, let me ask you, your production costs are 
in the $90 range using gaseous diffusion. You are selling SWU at 
$80. AVLIS technology does not work. So what’s the answer? 



198 


Mr. Timbers. I’ve indicated in public disclosure and a number of 
different forums that we’re looking at a two-pronged approach in 
terms of looking at acquiring centrifuge technology and also the 
R&D development of the Silex technology in Australia. Acquiring 
centrifuge technology can be either directly in reinstituting the 
DOE technology in Oak Ridge — and we are in discussions with 
DOE about doing that — and No. 2, it could be acquiring centrifuge 
technology from a European producer or from the Russians. 

Mr. Whitfield. Now there are many independent analysts who 
say that because of the downgrading of the credit rating of USEC 
that it would be difficult for USEC to raise the money to pay for 
installing centrifuge technology. 

Mr. Timbers. If there is an appropriate technology that is eco- 
nomic, I believe the money can be raised for it. 

Mr. Whitfield. Okay. I see my time has expired. Mr. Strickland. 

Mr. Strickland. Thank you, Mr. Chairman. 

Mr. Timbers, do you recall a meeting in Senator DeWine’s office 
where Senator Voinovich was present, I was present, as well as 
members of our staff, when you said that it took a private corpora- 
tion to be able to stop investing in AVLIS and that a government 
corporation would never have been able to do that? Do you recall 
that conversation? 

Mr. Timbers. I recall the meeting, but I don’t recall that con- 
versation. 

Mr. Strickland. I think our staffs recall it very clearly. And I 
think I recall you saying in that meeting that when you first came 
on board, or early when you came on board USEC, that you said 
we ought to stop and take a look at this technology before we con- 
tinue to invest in it. 

The reason I think that is relevant is this: I assume the investors 
who bought stock in this private corporation rightfully believed 
that AVLIS was a viable technology that held out great promise to 
this industry. And I am wondering if those who bought the stock 
may feel just a little misled if, in fact, that was your feeling prior 
to the time of privatization. If you do not recall that conversation, 
then I’ll accept that response, but I recall it clearly. And I think 
the two Senators do. 

Mr. Timbers, do you remember requesting a waiver to allow you 
to participate in the privatization process? 

Mr. Timbers. There was a series of waivers that were requested 
by the chairman of the board to waive government ethics issues. 

Mr. Strickland. You say they were requested by the chairman 
of the board? 

Mr. Timbers. Yes. 

Mr. Strickland. I have a letter here from the chairman of the 
board to you, and it says: On September 25, 1995, you provided me 
with a request for a waiver under section 208(b) 1 to allow you to 
participate in matters directed toward the implementation of the 
plan of privatization of the United States Enrichment Corporation. 
Your request 

Mr. Whitfield. Mr. Strickland, would you care to introduce 
those into the record? 

Mr. Strickland. I would. This waiver letter, it is dated Sep- 
tember 26, 1995, from Mr. Rainer. 
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He further says: Your request stated that such matters would in- 
clude — and I won’t list all of them — ^but one of things that you re- 
quested was to be able to participate in the method that USEC 
should utilize in privatizing; e.g., an IPO or an M&A transaction. 
You also requested to be able to participate in the selection of indi- 
viduals to be appointed to serve on the board of the privatized cor- 
poration. And I think that may be relevant to the discussion about 
whether or not there had been a discussion of whether or not your 
compensation was on the board — was on the table, since you had 
great influence, apparently, in the selection of the board. 

But the law says, and i quote from the law, under Title 18, 
Crimes and Criminal Procedure of the United States Code section 
208 A, “Whoever, being an officer or employee of the executive 
branch of the U.S. Government or of any independent agency of the 
government, participates personally and substantially as a govern- 
ment officer or employee through decision approval, disapproval, 
recommendation, their rendering of advice, investigation, or other- 
wise in a contract claim controversy or other particular matter in 
which he has a financial interest shall be subject to penalties set 
forth.” 

But then Mr. Rainer says, given the scope — given these factors 
and the scope of this waiver as delineated herein, I do not find your 
disqualifying financial interest to be so substantial as to be deemed 
likely to affect the integrity of your service to the government. 

Now, we have heard here today that your salary went from 
$350,000, approximately, to perhaps over $2 million. I don’t know 
what you or Mr. Rainer would consider substantial. To me, that is 
incredibly substantial. And so it seems as if you were intimately in- 
volved in these decisions regarding how to privatize, the selection 
of the board members for the new corporation, and it troubles me 
greatly that I think the — certainly the intent of the law, the intent 
of the law was not carried out in this procedure. 

And it calls into question whether or not all of the decisions that 
were made between you and the board and the Department of 
Treasury were decisions that were made in the best interest of this 
country or if they were made to further the personal financial in- 
terests of those involved. 

It is a troubling set of circumstances, and as we move forward 
I think it is appropriate that we look at where we have been, be- 
cause we need to know who and what it is, Mr. Chairman, that we 
are dealing with as we look forward to the future of this industry. 
And with that I yield back my time. 

Mr. Whitfield. Mr. Bilbray. 

Mr. Timbers. Mr. Chairman, if I could actually make one com- 
ment. I appreciate Mr. Strickland bringing parts of that letter to 
my attention. I had forgotten the procedures about who requested 
what waiver process, so that I stand corrected by Mr. Strickland 
identifying those who requested. I just did not recall. 

Mr. Whitfield. Mr. Strickland — Mr. Bilbray. 

Mr. Bilbray. Mr. Chairman, how many times have you been to 
Mr. Strickland’s Ohio or Mr. Whitfield’s Kentucky facility? 

Mr. Timbers. Dozens of times. I have had board meetings there 
both in the private and in the government corporation. 
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Mr. Bilbray. Have you been to the plants to see the operations 
themselves? 

Mr. Timbers. Dozens of times. 

Mr. Bilbray. How long ago was the last time you were there. 

Mr. Timbers. About a year ago at both plants. I’ve had board 
meetings — I took the private board to a board meeting at both of 
the plants over the past year. 

Mr. Bilbray. But when you talk about — it has been a year since 
you have actually seen the operation in the plants? 

Mr. Timbers. The last visit was the board meeting that we had 
which was in approximately — about a year ago. 

Mr. Bilbray. Now, the board meeting, I’m just trying to see as 
the CEO of the corporation, what was the last time you were in 
and actually witnessed the operation itself at those plants? 

Mr. Timbers. I do not have the date, Mr. Bilbray, but the date 
that board meeting was, we saw the operations of the plants. If you 
have a board meeting there, you conduct business, but the primary 
reason is to have the board view the plants, take a tour of the 
plants, talk to management and talk to workers. 

Mr. Bilbray. So it has been a year since you have been at the 
physical plants? 

Mr. Timbers. Approximately that. Whenever date that board 
meeting is. 

Mr. Bilbray. Thank you. I appreciate that. Mr. Chairman, I 
yield back. 

Mr. Whitfield. We have a vote on the floor. I want to ask one 
other question. Mr. Strickland, do you have any additional ques- 
tions for Mr. Timbers? 

Mr. Strickland. Mr. Chairman, could we submit questions to 
have answered in writing? 

Mr. Whitfield. Yes, without objection, so ordered. 

Mr. Strickland. Thank you, Mr. Chairman. 

Mr. Whitfield. I have one other question. Mr. Timbers, in the 
past several days, my office has been receiving a lot of fax letters 
from employees at tJSEC. They are blaming the Nuclear Regu- 
latory Commission, or at least stating that in the new criticality 
safety standards which they say are delaying your efforts to certify 
the Paducah plant for a high assay upgrade, that the NRC is using 
different standards at Paducah than they are using at the Piketon 
plant. 

However, according to a letter we received from the NRC, they 
say the reason why your announced plans to get the high assay up- 
grade approval by the end of the year won’t take place is because 
USEC has failed to follow the proper documentation in a timely 
manner. Do you have any comment about those letters? 

Mr. Timbers. I’m not aware of those letters. If there is a dif- 
ference in terms of the views about what is corporate criticality 
safety, I will be glad to look into it, but I am not aware of what 
those letters are referring to. 

Mr. Whitfield. You are not aware of the letter from the NRC 
saying that USEC has not filed its documentation in a timely man- 
ner and that the information that you have provided is incomplete 
and not factual? 

Mr. Timbers. I’d like to go take a look at that letter. 
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Mr. Whitfield. It is in document 18 of the book. 

Mr. Timbers. It is in 18? 

Mr. Whitfield. It is a letter addressed evidently to Steven 
Toelle. 

Mr. Timbers. This is about the financial review conducted by the 
NRC? The letter I’m pointed to is March 29, 2000, regarding USEC 
financial evaluation. Is that the letter? 

Mr. Whitfield. Just a minute. I tell you what we’ll do, we will 
get that to you in writing as well. And a copy of the letter. 

Mr. Timbers. Be glad to answer that Mr. Chairman. 

Mr. Whitfield. As soon as we get back from voting we will call 
up the second panel. I understand we have a vote in about 5 min- 
utes and then we are going to have another 5-minute vote and then 
we will be right back. 

But, Mr. Timbers, in concluding I would simply say that produc- 
tion costs are up in the $90 range and you are selling SWU around 
$80. Your old contracts were around $110 a SWU. AVLIS is off the 
table. We don’t know if centrifuge is going to work or not. Many 
people are concerned that you are buying back stock and that the 
long-term viability of USEC is in danger. And that’s one of our pri- 
mary concerns and that’s why we are looking forward to additional 
testimony today from other people who have analyzed it. But I 
want to thank you for coming today. We appreciate your being 
here. And there may be some additional questions that we would 
like to submit to you in writing. 

Mr. Timbers. That would be fine. 

Mr. Whitfield. Thank you. 

Mr. Timbers. Mr. Chairman? 

Mr. Whitfield. Yes? 

Mr. Timbers. There are two submissions — there were two points 
I would like to make, just before we adjourn for a moment, in an- 
swering Mr. Stupak’s question about the trends toward lower pric- 
ing. And he was inquiring about what our views were at the time 
of privatization. We would like to submit for the record page 13 of 
our offering prospectus in 1998 that talks specifically about our dis- 
closure on trends toward lower pricing. And the second point — if 
that meets with your approval. 

Mr. Whitfield. That’s fine. 

Mr. Timbers. The second point is that, gee, my salaries were 
mentioned a couple of times and Mr. Stupak has mentioned that 
it is $1.2 million. My salaiy is $600,000, as I stated. The balance 
of the compensation is at risk. 

Mr. Whitfield. Page 13 is already in the record of your pro- 
spectus. So we’ve got it. 

Mr. Timbers. Okay. 

Mr. Whitfield. Thank you very much. As soon as we come back, 
we are going to call up panel II 

Mr. Strickland. Mr. Chairman, could I ask another question? 
And I’ll be happy to miss the vote in order to ask this question. 

Mr. Whitfield. Sure, go right ahead. 

Mr. Strickland. Thank you. Mr. Timbers, there has been specu- 
lation that in order to reach one of the significant events necessary 
to enable USEC to close one of the two plants before their obliga- 
tion ends in 2005, that there has been some manipulative behavior 
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on the part of USEC which would enable them to reach a signifi- 
cant event. 

In fact, Morgan Stanley has written this: With aggressive stock 
buy-backs, the debt could be downgraded to below investment 
grade. That would be a formal condition allowing USEC to shut 
down one of the unneeded production plants which would save 
$100 million annually, according to management. But the phys- 
ical — the physical capacity to do all needed production at one plant 
may be a year or more away, and there will be heavy political pres- 
sure fighting any such shutdown. 

Are you aware of Morgan Stanley’s suggestion? 

Mr. Timbers. I think I do. My best recollection is I do recall a 
statement like that. 

Mr. Strickland. And were you aware of this recommendation 
prior to the decision to buy back the stock? 

Mr. Timbers. I don’t know the date of that recommendation. The 
decision to buy back the stock is independent. You know, you’re 
making, I think, a connection between a significant event under 
the Treasury agreement and the stock buy-back. In February we 
announced three major actions by the corporation. One was the an- 
nouncement that our earnings for fiscal year 2000, beginning in 
July of this year, would be about 60 percent below this year’s earn- 
ings. No. 2, we announced a stock buy-back. And No. 3, we cut the 
dividend by one-half. 

What I would like to point out is that the amount of money that 
the corporation saved by cutting the dividend by one-half is about 
equivalent over this period of time to the amount of money that 
would be used for a stock buy-back program if completed. 

I would note very carefully that if there was an intention by any- 
body in regard to — ^by the rating agencies in regard to these three 
announcements, the reduction of earnings by 60 percent was the 
most dramatic element that the rating agencies would pay atten- 
tion to. 

Mr. Whitfield. Mr. Strickland, I am going to have to ask to you 
finish up. I need to make this vote, even though you may not. 

Mr. Strickland. Your December 1999 quarterly report lists all 
of the things that could occur that would enable one of the plants 
to be closed. 

Mr. Timbers. I think we have listed that in a number of different 
quarters, not just that one quarter. 

Mr. Strickland. On February 4, 2000, Standard & Poors revised 
its credit rating of USEC’s long-term debt to below investment 
^ade. It troubles me that there appears to be perhaps a manipula- 
tive behavior on the part of the corporation which would enable 
them to violate an agreement which they have had, a legally bind- 
ing contract with the Department of Treasury. And when we talk 
to Mr. Gensler, I’m going to ask him if he is aware of any such be- 
havior and what the action of the Department of Treasury will be 
in response. 

Mr. Timbers. Mr. Strickland, that view is not accurate. And it 
is not accurate about the conduct of the company. 

Mr. Whitfield. Thank you very much, Mr. Timbers. We will be 
right back. 

[Brief recess.] 
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Mr. Whitfield. I will call the meeting back to order. We have 
the gentlemen from panel II, the Honorable Gary Gensler, Under 
Secretary, United States Department of Treasury, we appreciate 
your being here very much. Mr. Ernest Moniz, tinder Secretary, 
Department of Energy, we appreciate your being here. And Mr. 
Carl Paperiello, Deputy Executive Director for Materials Research 
and State Programs the U.S. Nuclear Regulatory Commission. 
Thank you for being here. 

With that, Mr. Gensler, if you would like to proceed with your 
opening statement. And, of course, the entire statement will be 
submitted for the record. 

TESTIMONY OF GARY GENSLER, UNDER SECRETARY, U.S. DE- 
PARTMENT OF TREASURY; ERNEST J. MONIZ, UNDER SEC- 
RETARY, U.S. DEPARTMENT OF ENERGY; AND CARL J. 

PAPERIELLO, DEPUTY EXECUTIVE DIRECTOR FOR MATE- 
RIALS, RESEARCH AND STATE PROGRAMS, U.S. NUCLEAR 

REGULATORY COMMISSION 

Mr. Gensler. I thank you, Mr. Chairman, ranking member. I ap- 
preciate your calling this hearing. I know this is a very important 
matter to the Congress and very important to you and your district 
and Congressman Strickland’s district, and we take these matters 
very seriously at Treasury and throughout the administration. 

I’d like to just summarize my remarks and I appreciate submit- 
ting them for the record. 

The statutory framework for the privatization of USEC was laid 
out in two important acts by Congress in 1992 and in 1996, best 
recollection. Throughout the privatization process we followed the 
statutory framework provided by Congress closely, thoroughly, and 
conscientiously. Between those two acts in 1992 and 1996, the U.S. 
Government entered into a very important arrangement with the 
Russian Federation as it related to the sale of the bomb grade ma- 
terial out of Russia, known as the HEU Agreement. 

The President had submitted to him a privatization plan, the 
same plan that Congress considered in 1996. That plan was sub- 
mitted to the President and the President signed off to the privat- 
ization plan in 1997, which considered what was called a dual-path 
process. And as you most likely recall, this is a process whereby 
outside financial experts, working with the USEC board of direc- 
tors, would look and explore the sale by merger and look and ex- 
plore the sale by the initial public offering. 

The most attractive third party proposal, if I could just highlight 
this, and this is much more detailed in the public record and in my 
prepared remarks, but the most attractive third party sale proposal 
was a leveraged buyout. And just to pause for a moment, the USEC 
searched with 50 companies to see if there was an interest in buy- 
ing the company. What was found is that there was a limited inter- 
est in the purchase of the company by large commercial firms. 
There was more of an interest by financial parties through what’s 
called a leveraged buyout, and in fact those were the only two pro- 
posals received. This put a significant amount of leverage on the 
company, approximately $1.5 billion of fixed rate securities, and 
then had investors in the equity. 
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The USEC board determined that both the proposed sale trans- 
action, this leveraged buyout transaction, and the public stock of- 
fering satisfied the statutory criteria that Congress had laid out. 
But they concluded that the offering was the best of the two alter- 
natives. 

Treasury’s role was then to take an extensive review of USEC’s 
board decision, based upon all the available information at the 
time. As part of this review it sought and obtained advice from over 
a dozen Federal agencies with regard to the statutory criteria laid 
out by Congress. And I would say that it was a very complex set 
of circumstances. As many commercial firms are, USEC is also 
complex, but the statute itself had many criteria that we sought to 
review. 

In coordinating that interagency process, all the essential deci- 
sions that were made on the privatization reflected a collective 
judgment of the appropriate government agencies, whether it be 
national security issues, the very important issues of labor and the 
environment, very important issues of the continuation of the 
plants. 

Mr. Whitfield. May I interrupt you just a minute Mr. Gensler. 
I have just been reminded, which I should have remembered at the 
beginning, this is an oversight hearing. We would like to ask you, 
unless you have some objection, to stand and be sworn that what 
you are testifying to will be the whole truth and nothing but the 
truth. All witnesses, if you would raise your right hand. 

[Witnesses sworn.] 

Mr. Whitfield. Thank you very much. Now we’re sworn in. 

Mr. Gensler. I appreciate that. I always assume, if I am in front 
of Congress, that to be the case. 

In consultation with the other agencies. Treasury determined 
that both the public offering and the merger path met the statutory 
criteria but determined the offering was best in meeting those stat- 
utory criteria. And while I detail it more in the testimony, this in- 
volved at least four areas: expected level of debt — the leveraged 
buyout, as I said, had close to three times the amount of fixed rate 
obligations, and two, the higher level, at least initially, of employ- 
ment. The leveraged buyout was suggesting as many as 1,700 lay- 
offs and the initial public offering, in the order of 500 layoffs. And 
we were able to at least memorialize for 2 years in the Treasury 
agreement higher expected proceeds and lower expected market 
and financing fiscal risks. 

Additionally, I would note in the terms of the level of debt and 
long-term viability, the credit rating by independent credit rating 
agencies came in at what’s called triple B plus, which was higher 
than the level that would have been in the leveraged buyout of only 
triple B rating, both of which were above the minimum rate that 
the NRC, who I know probably will be commenting later, had ini- 
tially laid out in their draft standard review plan. 

To address many of the concerns raised by Congress, there were 
numerous arrangements with USEC during the privatization and 
post privatization. And just highlighting them briefly, on the na- 
tional security side there were numerous arrangements with the 
State Department, of course, the Enrichment Oversight Committee, 
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the Department of Energy and the NRC, a very important issue as 
we all know today. 

There is the certification process with the NRC itself, and I 
would of course defer to the NRC, but those standards in terms of 
compliance with health and safety standards, compliance with very 
important issues as laid out by Congress. Labor and environmental 
issues. Very importantly, many agreements were entered into with 
the Department of Energy and following up also in agreements 
with the 0MB. 

Treasury did not have any explicit requirement in the statute be- 
yond privatization, but we thought it was appropriate to enter into 
a contractual arrangement to best forward the statutory criteria as 
laid out by Congress. And that agreement I think is, as you know — 
had four specific arrangements for post privatization. One related 
to the compensation levels of the private firm after privatization. 
The second was the labor component with regard to the 2 years for 
the 500 employees. Third, it related to the sale of assets. The stat- 
ute actually said that this company could not sell more than 10 
percent of its stock for 3 years, consistent with that we embodied 
that about assets. And fourthly and very importantly with regard 
to the plants, continued operation of the plants through January 
2005, unless the actual viability of the company in some way was 
in question through a significant event. A significant commercial 
event was defined as either a significant decline in earnings, pric- 
ing, operating results or, as is somewhat focus in this hearing, loss 
of the investment grade rating. 

Treasury has vigorously enforced this agreement. Just as one ex- 
ample, subsequent to the privatization, USEC management at- 
tempted to renegotiate the restrictions on the layoffs. Treasury did 
not allow this and thought very carefully but very clearly that we 
should not deviate from those obligations. In addition, earlier this 
year in January when we first heard that the board may be consid- 
ering something with regard to the plants, we requested that the 
company notify Treasury immediately if they were considering such 
a closing. We asked for ample time to review and the legal jus- 
tifications of any considerations the board may have in this regard. 

I would note for the record that USEC has not notified us to this 
day that they see that there has been such an event or that they 
are taking such actions. While there is no statutory basis for ongo- 
ing Treasury oversight of USEC, we take our role with regard to 
that contract very seriously. And despite our limited role, we also 
feel that we must be and should be responsive to this Congress 
with regard to these matters. 

Mr. Whitfield. If you could summarize for us, Mr. Gensler. 

Mr. Gensler. I was actually done, so that was perfect timing. 

[The prepared statement of Gary Gensler follows:] 

Prepared Statement of Gary Gensler, Treasury Under Secretary 

Mr. Chairman and members of the Subcommittee, I appreciate the opportunity to 
testify on the privatization of the United States Enrichment Corporation (“USEC”). 
The privatization of USEC was the culmination of a process mandated by Congress 
through the enactment of the Energy Policy Act of 1992 and the 1996 USEC Privat- 
ization Act. Throughout the entire privatization process, we followed the statutory 
framework provided by Congress very closely, thoroughly, and conscientiously. 

I will divide my remarks into five parts: first, a general discussion of the statutory 
framework on which the privatization process was based; second, a discussion of the 
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privatization decision of the USEC board of directors (the “USEC Board”); third, a 
summary of the governmental review of the USEC Board’s decision and reasons the 
government agencies approved the public stock offering as the best means of achiev- 
ing privatization; fourth, the measures taken by the federal government relating to 
USEC’s conduct during and after the privatization; and fifth. Treasury’s involve- 
ment in USEC-related matters following privatization. 

STATUTORY FRAMEWORK 

The process that culminated in the privatization of USEC was begun by Congress 
in 1992, when it enacted the Energy Policy Act. That legislation established USEC 
as a government corporation and gave it a mandate to develop a strategic plan for 
privatization. The 1992 Act set up a board of directors that was composed of mem- 
bers appointed by the President and confirmed by the Senate. 

The 1992 Act authorized USEC to implement its privatization plan upon the oc- 
currence of two events. First, the President had to approve the plan. Second, the 
USEC Board had to determine, in consultation with appropriate agencies of the 
United States, that privatization would satisfy four statutory criteria: a return to 
the United States at least equal to the net present value of USEC as a government 
corporation; protection against foreign ownership, control, or domination of USEC; 
protection of public health and safety and common defense and security; and a rea- 
sonable assurance of adequate enrichment capacity to meet the demand of the do- 
mestic electric utility industry. 

In 1996, before the President had approved USEC’s privatization plan, Congress 
again passed legislation aimed at prompting the sale of USEC. The USEC Privatiza- 
tion Act established additional requirements for the certification and licensing of 
USEC’s uranium enrichment activities by the Nuclear Regulatory Commission 
(“NRC”) and contained provisions to clarify the allocation of assets and liabilities be- 
tween the government and a privatized USEC, including a section that provided for 
the transfer of substantial quantities of natural and enriched uranium from the De- 
partment of Ener^ (“DOE”) to USEC. The 1996 Act also enacted protections for 
USEC’s workers, including a requirement that DOE provide benefits to certain 
USEC workers in the event of a plant closing or mass layoff. 

Finally, the 1996 Act directed USEC to privatize, with the approval of the Sec- 
retary of the Treasury, in a manner that satisfied the additional statutory criteria 
of providing for: the long-term viability of USEC, the continued operation of the gas- 
eous diffusion plants that USEC leases from DOE, and the maintenance of a reli- 
able and economical domestic source of uranium mining, enrichment, and conver- 
sion; and, to the extent not inconsistent with these three criteria, obtaining the 
maximum proceeds for the United States. 

THE USEC board’s DECISION 


First Steps 

In 1995, USEC submitted its plan for privatization to the President and Congress. 
The plan accomplished the statutory requirement to evaluate alternative means of 
privatization by establishing a “dual-path” process, in which USEC simultaneously 
prepared for an initial public offering of stock and a negotiated sale to a third party. 
The plan concluded that such a dual-path process would allow decision-makers to 
select the best means of privatization on the basis of concrete information about the 
relative merits of specific transaction alternatives. In July 1997, the President ap- 
proved the privatization plan subject to the development of an adequate post-privat- 
ization oversight process. 

Third-Party Sale 

To initiate the negotiated third-party sale path of the dual-path process, USEC’s 
transaction manager distributed over 50 preliminary information packages to indus- 
trial, utility and financial firms. USEC received expressions of interest from five 
parties. The USEC Board reviewed these submissions and consulted with the appro- 
priate federal agencies for national security clearance of the interested parties. 
Based on its review, the USEC Board invited three of the parties to conduct due 
diligence at USEC’s facilities. After extensive due diligence by the interested par- 
ties, USEC received two firm proposals for the acquisition of USEC through a nego- 
tiated third-party sale. Interested parties were directed to submit an extensive pack- 
age of information, including a firm, all-cash proposal; a definitive mark-up of a 
draft merger agreement; binding financial arrangements; strategic business plans 
for the privatized corporation; comprehensive disclosure on their consortium ar- 
rangements, including charter documents and shareholder agreements; regulatory 
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information; and information on how the interested party would satisfy the statu- 
tory criteria of the privatization legislation. 

Public Stock Offering 

Simultaneous with the third-party sale path, the USEC Board and USEC’s man- 
agement worked with their financial and legal advisors to prepare for a possible 
public stock offering. The involvement of private sector financial and legal advisors 
in transactions of this nature is necessary and standard, and we believe their in- 
volvement contributed greatly to the decision-making process. Once the USEC 
Board procured the services of these advisors, USEC worked with them to prepare 
the necessary Securities and Exchange Commission registration statement. The ad- 
visors also provided advice on the timing of a stock offering and valuation range, 
and coordinated appropriate marketing efforts, including road shows. 

In addition, USEC’s advisors each provided independent advice on the appropriate 
levels of debt that USEC should incur to maximize value for the federal govern- 
ment. These financial advisors concluded that incurring a reasonable amount of debt 
prior to an offering would increase the gross proceeds to the federal government, 
reduce the aggregate amount of fees paid to financial advisors, and reduce the 
amount of proceeds subject to market risk. The inclusion of debt in connection with 
an initial public offering is a standard financing practice that is utilized in 
privatizations around the world. Upon review of those analyses, Treasury and 0MB 
agreed that the USEC financing structure, in the event of a public stock offering, 
should include net debt of $500 million. The financial advisors advised Treasury 
that this net debt would not affect the long-term viability of the privatized corpora- 
tion. 

The Decision 

The USEC Board considered third-party sale proposals from two potential buyers. 
The most attractive proposal (the “Carlyle proposal”) was a leveraged buy-out that 
offered $1.9 billion for the acquisition of USEC, subject to a number of conditions. 
The second third-party sale proposal was also a leveraged buy-out, but it offered less 
attractive terms than either the Carlyle proposal or the public stock offering pro- 
posal. 

On June 11, 1998, the USEC Board determined that both the Carlyle proposal 
and the public stock offering proposal satisfied the statutory requirements, but that 
the offering provided the superior method of addressing the special areas of concern 
identified in the two privatization statutes. The USEC Board unanimously approved 
privatization through the public stock offering. 

GOVERNMENTAL REVIEW OF THE USEC BOARD’S DECISION, AND REASONS FOR 
APPROVING THE PUBLIC STOCK OFFERING 

Governmental Review Process 

During the entire privatization process, judgments were made collectively by the 
appropriate agencies of the Administration. Treasury coordinated this inter-agency 
process. To ensure that the views of the appropriate agencies were taken into ac- 
count, during the entire dual-path process Treasury consulted extensively with such 
agencies as the Council of Economic Advisors (“CEA”), the Central Intelligence 
Agency (“CIA”), the Department of Commerce (“DOC”), the Department of Defense 
(“DOD”), DOE, the Department of Justice (“DOJ”), the Department of State 
(“DOS”), the National Economic Council (“NEC”), NRC, the National Security Coun- 
cil (“NSC”), and the Office of Management and Budget (“0MB”). All of the essential 
decisions made during the privatization process reflected the collective judgment of 
these government agencies. 

As part of our review of the USEC Board’s decision to approve the public stock 
offering as the method of privatizing the corporation, we sought and obtained advice 
from federal agencies having expertise relevant to the statutory criteria specified by 
Congress in the two privatization statutes. Specifically, we obtained advice in writ- 
ing from: (1) DOE on the satisfaction of the statutory criteria related to long-term 
viability, continued operation of the enrichment facilities, and a reliable and eco- 
nomical domestic source of uranium mining, enrichment and conversion services; (2) 
DOC and NRC on the satisfaction of the statutory criterion related to reliable and 
economical domestic source of uranium mining, enrichment and conversion services; 
and (3) 0MB on the satisfaction of the statutory criterion related to securing meixi- 
mized proceeds to the United States. The consultative process included extensive 
discussions with senior representatives from DOE and 0MB. 

In addition. Treasury asked the CIA, DOD, DOE, DOS, the Federal Bureau of In- 
vestigation, NRC, NSC, and 0MB to provide any information about the members 
of the parties (and their affiliates) that submitted final third-party sale proposals 
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that might, in the view of these agencies, have a material effect on the government’s 
review of the proposals. None of these agencies informed Treasury of any informa- 
tion on this subject. Finally, the NSC was fully involved throughout the privatiza- 
tion process and chaired a number of meetings on national security-related matters. 
The NSC, in consultation with appropriate national security agencies, determined 
that the privatization plan was consistent with the national security requirements 
of the statutes. 

In addition, staffs from Treasury and other agencies undertook an extensive re- 
view of the available information, including the following: (1) written materials and 
oral presentations provided by USEC’s management on the Corporation, its stra- 
tegic plans, and the uranium enrichment industry; (2) proposals received from the 
parties interested in the acquisition of USEC through a negotiated third-party sale; 
(3) written materials from, presentations by, and discussions with USEC’s financial 
and legal advisors, including a formal written opinion from its financial advisor; (4) 
four meetings of the USEC Board on the method and manner of sale (which in- 
cluded meetings with each of the parties interested in a negotiated third-party sale, 
union representatives, and a Congressional representative); (5) discussions with the 
leading candidate for a negotiated third-party sale regarding its proposal; (6) “bring- 
down” discussions and presentations by the financial advisors; and (7) discussions 
with the Oil, Chemical, and Atomic Workers Union. 

Reasons for Approving the Public Stock Offering 

Treasury determined that both the public stock offering and the Carlyle proposal 
met the statutory criteria for privatization, but that the offering was the superior 
method of addressing the special concerns identified in the privatization legislation. 
The primary reasons for our determination were a lower expected level of debt, 
higher expected levels of employment, higher expected proceeds, unresolved contract 
points with Carlyle, and lower expected market and financing risks. 

Debt Levels ! Credit Rating — The debt level under the Carlyle proposal would have 
been $1.2 billion, as compared with $500 million under the stock offering. In addi- 
tion, the Carlyle proposal included about $355 million in preferred stock, which 
would have been a fixed-rate obligation. The actual credit rating under the public 
stock offering proposal was BBB+. This was higher than the expected credit rating 
under the Carlyle approach (BBB). The credit rating under the stock offering was 
also higher than the minimum level deemed acceptable by the USEC Board (BBB) 
for its statutory determinations. Also, as I will discuss later in this testimony, the 
credit rating under the stock offering was higher than the credit rating suggested 
by NRC as the minimum threshold for transfer of the certificate to the privatized 
corporation without further review of USEC’s financial structure (BBB-). The re- 
duced debt level and higher credit rating under the stock offering were key factors 
supporting the determination that privatization provided for the long-term viability 
of USEC. 

Relative Impact on Employment — The Carlyle proposal included large, rapid re- 
ductions in employment at the two gaseous diffusion plants within the first two 
years of over 1,700 jobs (gross figure). The reduction would have been partially off- 
set by plant reconfiguration and other activities, but the net decrease in employ- 
ment over two years would have been about 1,400 jobs. In contrast, the public stock 
offering proposal included job reductions within the first two years of about 500, 
plus normal attrition. 

Expected Proceeds — 

The mid-point of the expected range of the estimated net proceeds from the public 
stock offering was approximately $40 million greater than the estimated net pro- 
ceeds from the Carlyle proposal. Moreover, the estimated difference between the two 
approaches might have been even greater because the Carlyle proposal included the 
establishment of an escrow account of $100 million, which would be held aside for 
up to six years to indemnify Carlyle against certain contingencies. The escrow pro- 
posal created uncertainty as to the ultimate amount of net proceeds that would re- 
sult from the Carlyle proposal. Carlyle also conditioned its proposal upon the 
issuance of a favorable determination from the Internal Revenue Service concerning 
the tax treatment of the proposed transaction. 

Relative Financing Risks — USEC’s transaction manager advised the government 
that, although there would be market exposure for the public stock offering during 
the marketing period of three to four weeks, the market risk was low. The Carlyle 
proposal, on the other hand, involved certain financing risks, as the commitment let- 
ters were subject to material market changes, equity investments by members of the 
Carlyle Consortium, due diligence, and other factors. 
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MEAURES TAKEN BY THE FEDERAL GOVERNMENT RELATING TO USEC’S CONDUCT 
Restrictions During Privatization Process 

During the privatization process, Treasury required that USEC take certain ac- 
tions to protect the integrity of the process. Treasury insisted that the pre-privatiza- 
tion members of the USEC Board not continue with the privatized corporation and 
that the transaction manager be precluded from representing USEC for a period of 
two years after privatization. Treasury also insisted that only one member of 
USEC’s current management serve on the board of directors of the privatized cor- 
poration, and not initially as the chairman, and that the privatized corporation’s 
charter documents not contain “anti-takeover” provisions that might entrench man- 
agement. 

Agreements Governing USEC’s Post-Privatization Conduct 

The federal government negotiated a number of contracts with USEC that would 
govern the corporation’s conduct after privatization to address special areas of con- 
cern reflected in the privatization statutes. 

National Security — Since 1993, USEC had served as the United States Govern- 
ment’s Executive Agent under the agreement between the United States and the 
Russian Federation concerning the disposition of highly enriched uranium extracted 
from nuclear weapons (the “Russian HEU Agreement”). In anticipation of the possi- 
bility of USEC’s privatization, the President in 1998 established, by executive order, 
a federal inter-agency Enrichment Oversight Committee. Among other functions, 
this committee coordinates the government’s monitoring of the privatized corpora- 
tion’s implementation of the Russian HEU Agreement. 

Shortly before the privatization, USEC entered into an agreement with DOE 
under which USEC agreed that the privatized corporation would supply periodic in- 
formation reports to DOE to support the functions of the Enrichment Oversight 
Committee. The privatized corporation has succeeded to USEC’s rights and respon- 
sibilities under the agreement among DOS, DOE, and USEC guiding USEC’s per- 
formance as the United States Government’s Executive Agent under the Russian 
HEU Agreement. At DOS’s request, Treasury also obtained a written statement 
from USEC indicating its intent to limit the amount of natural uranium that it 
would sell into the marketplace. 

The National Industrial Security Program, which is administered by DOE and 
NRC, restricts foreign involvement in entities that require access to classified infor- 
mation. Because enrichment operations require access to classified information, the 
privatized successor to USEC must meet the requirements of this program. The pro- 
gram requires annual re-certification that the privatized corporation is free from for- 
eign ownership, control, or influence that may result in the compromise of classified 
information. In addition, the privatized corporation has an ongoing responsibility 
under the program to report any changes in the nature or extent of foreign owner- 
ship, control, or influence. 

Nuclear Regulatory Commission Certification — In the USEC Privatization Act, 
Congress gave the NRC ongoing authority to review USEC’s compliance with three 
of the privatization criteria in connection with periodic NRC certification pro- 
ceedings. Specifically, NRC must determine that (1) USEC is not subject to foreign 
ownership, control, or domination, (2) the certification of USEC would not be inim- 
ical to the common defense and security, and (3) the certification of USEC would 
not be inimical to the maintenance of a reliable and economical domestic source of 
enrichment services. NRC certification also focuses on health, safety, and environ- 
mental concerns. Under the statute, USEC or any successor corporation must apply 
for certification at least every five years. 

To assist in implementing this provision, NRC staff prepared a standard review 
plan that described information to be examined and factors that it would consider 
in applying the three statutory criteria. For the criterion relating to a reliable and 
economical domestic source of enrichment services, the review plan provides that 
approval should be automatic if USEC or a successor corporation has an investment 
grade credit rating. An investment grade rating is generally considered to mean at 
least a BBB-rating. The NRC review plan also provides, however, that an applicant 
with a lower credit rating, or no credit rating at all, may receive certification if 
other factors support a favorable determination. 

Labor and Environment — USEC entered into two agreements with DOE to ame- 
liorate the effect of job reductions resulting from the privatization. USEC agreed 
with DOE in the first agreement that the privatized corporation would provide cer- 
tain worker transition assistance benefits using an agreed-upon amount of USEC’s 
pre-privatization funds. Under the second agreement, USEC agreed to pay DOE a 
certain amount of USEC’s pre-privatization funds for DOE to assume responsibility 
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for a certain amount of depleted uranium produced by the privatized corporation, 
and DOE agreed to apply these funds in ways aimed at creating new jobs or giving 
hiring preferences to qualified laid-off workers. 

With respect to environmental matters, USEC entered into an agreement with 
0MB allocating costs between the privatized corporation and the federal govern- 
ment for certain environmental liabilities. 

In addition to the agreements concerning post-privatization conduct, the 
privatized corporation is subject to the Occupational Safety and Health Review 
Commission’s worker health and safety regulations and the Environmental Protec- 
tion Agency’s environmental regulations. 

The Post-Closing Agreement — Treasury also entered into a separate agreement 
with USEC a few days before privatization that limited the corporation’s conduct 
after privatization. This agreement, entitled the Agreement Regarding Post-Closing 
Conduct (the “Post-Closing Agreement”), was not explicitly required by the statutes. 
Treasury felt, however, that this agreement was the best way to address special 
areas of concern identified in the privatization. 

The Post-Closing Agreement imposed four main limitations on the corporation’s 
conduct after privatization: first, restrictions on executive compensation; second, a 
two-year restriction on layoffs; third, a three-year restriction on a sale of all or sub- 
stantially all of USEC’s assets; and fourth, a restriction on plant closings until Jan- 
uary 1, 2005. 

On the subject of executive compensation. Treasury obtained USEC’s agreement 
that the privatized corporation’s executive officers would not receive any increase in 
salary for at least 180 days after the privatization and would not receive any stock 
options unless the plans under which they were granted were approved by the new 
shareholders. Treasury sought these agreements to protect the integrity of the pri- 
vatization process. 

On the subject of employment. Treasury obtained USEC’s a^eement that layoffs 
at the gaseous diffusion plants through the privatized corporation’s fiscal year 2000 
would not exceed 500, and that they would be conducted in substantially equal parts 
in fiscal years 1999 and 2000. 

On the subject of asset sales. Treasury obtained USEC’s agreement that the 
privatized corporation would not sell all or substantially all of its uranium enrich- 
ment assets or operations for a three-year period after the closing of the privatiza- 
tion. This provision in the Post-Closing Agreement was designed to complement a 
provision in the 1996 Act, in which Congress restricted any person from acquiring 
more than 10% of USEC’s stock during the three-year period after privatization. The 
provision in the Post-Closing agreement was also designed to ensure that USEC’s 
operations could not be sold off piecemeal by USEC during the period immediately 
after privatization. 

On the subject of continuous operation of the plants. Treasury obtained USEC’s 
agreement that the privatized corporation would continue to operate the gaseous 
diffusion plants until January 1, 2005, unless a “Significant Event” (as defined in 
the Post-Closing Agreement) occurs that could threaten the corporation’s viability 
or the maintenance of a reliable domestic enrichment industry. 

treasury’s involvement subsequent to privatization 

Treasury has vigorously enforced the restrictions contained in the Post-Closing 
Agreement. For example, subsequent to privatization, USEC attempted to renego- 
tiate the restriction on layoffs. Treasury, however, refused to allow USEC to deviate 
from its obligations under the Post-Closing Agreement. 

In addition, earlier this year. Treasury sent a letter to the Chairman of USEC 
stating that we had been informed that the Board was about to consider the closure 
of a plant. In that letter, we referred USEC to the plant closing restrictions in the 
Post-Closing Agreement. We also stated that, as a party to the Post-Closing Agree- 
ment, Treasury has an interest in receiving information concerning proposed plant 
closings. Accordingly, we said that we would like to review and comment on the 
legal justification for any proposed plant closing prior to any meeting of USEC’s 
Board of Directors which may consider such a closing. 

Further, we requested that USEC notify Treasury immediately if it is considering 
a closing based on the occurrence of one or more Significant Events and that USEC 
provide the factual basis for concluding that a Significant Event has occurred or is 
likely to occur in the near future. We explained that it is important that Treasury 
has ample time to evaluate independently the merits of such a plan, so that we may 
verify USEC’s adherence to the requirements of the Post-Closing Agreement. 

Senior Treasury officials have met with members of Congress and their staffs to 
discuss USEC. Treasury has also attended meetings of the Enrichment Oversight 
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Committee since privatization. The meetings have focused on energy and national 
security issues. As a result, our participation in the meetings has been limited. 

There is no statutory basis for ongoing Treasury oversight of USEC — which is now 
a private corporation — other than the Post-Closing Agreement. In addition, although 
USEC’s operations involve important issues in the areas of national security, labor, 
and energy, these topics are outside of Treasury’s area of expertise. Despite our lim- 
ited role since privatization, however, we are committed to being as responsive as 
possible to concerns raised by Congress and others. 

CONCLUSION 

Mr. Chairman, we went to great lengths to fulfill the statutory direction for pri- 
vatization in a manner consistent with the special areas of concern identified by 
Congress. Decisions at every juncture were the result of a careful, collective deter- 
mination by the many federal agencies and organizations involved in the process. 
In entering into the Post-Closing Agreement, we believe we even went beyond the 
express requirements of the privatization statutes. 

It’s been almost two years since the privatization occurred. During such a time- 
frame, markets can change dramatically. Global and domestic economic conditions 
can shift considerably. Private sector firms must continually make business deci- 
sions in order to compete in a changing market environment. 

At the time of the privatization, the appropriate federal agencies made the best 
decisions possible given the information we had at our disposal. We believed the de- 
cisions were the most judicious ones possible at the time and the most likely means 
of achieving the purposes of the statutes. 

We believe that Confess provided a clear process for the government agencies 
to follow in accomplishing the privatization. 'The legislation set up a deliberation 
process that started with a Senate-confirmed board of directors outside of executive 
departments. The legislation also developed a rigorous process through which na- 
tional security, labor, environmental, and post-closing conduct issues were collec- 
tively addressed by appropriate federal agencies. We believe Treasury and the other 
federal agencies involved in the process accomplished the objectives of the legisla- 
tion in the most prudent manner possible at the time. 

This concludes my written remarks. I will be happy to answer any questions you 
may have. 

Mr. Whitfield. Okay. Mr. Moniz. 

TESTIMONY OF ERNEST J. MONIZ 

Mr. Moniz. Mr. Chairman, thank you for the opportunity to 
present the Department of Energy’s views on the issues before us 
today. 

The Department has three core interests in the performance of 
a privatized USEC: Nonproliferation, particularly implementation 
of the HEU Agreement with Russia; security of supply, that is, the 
capability to secure or produce the enrichment requirements for 
meeting nuclear power industry and certain defense needs; and 
third, public policy commitments, particularly helping the gaseous 
diffusion plant work force and communities through a period of 
transition. 

The administration and Department have been active in pro- 
moting these equities and I will spend a few minutes summarizing 
those actions. I will organize the remarks around two time periods 
following privatization, the relatively near term say the first 5 to 
7 years, and the longer term beyond. 

Let me start with the near term. At the time of privatization, a 
clear set of assets and responsibilities was transferred to USEC. 
These assets and responsibilities included, first, a robust market 
share of the domestic and international enrichment markets with 
significant long-term contracts in place at favorable SWU prices; a 
favorable lease arrangement for the Portsmouth and Paducah 
plants; favorable power rates for SWU production, thereby address- 



212 


ing the principal cost driver for the gaseous diffusion technology; 
transfer of significant uranium inventories with restrictions on 
entry into the U.S. market of approximately half of that inventory; 
HEU Agreement executive agency with a predictable cost of Rus- 
sian LEU purchase negotiated by USEC and well below the market 
SWU price at the time of privatization; agreed restrictions designed 
to assist the work force and communities through the near term, 
including a cap on work force reductions and the requirement to 
operate both GDPs until January 2005 barring significant defined 
financial events; seventh, transfer advanced enrichment tech- 
nology; and finally, virtually no liabilities from pre-privatization 
operations. 

The private sector clearly viewed this balanced set of assets and 
opportunities and responsibilities favorably at the time of privat- 
ization, but the uranium-based markets have certainly proved to be 
weaker than was viewed then. 

I would like to briefly describe some actions that we have taken 
in the last 20 months, but first let me emphasize that USEC has 
performed satisfactorily to this point as executive agent for the 
HEU Agreement. There has been much discussion over the last 
half year over whether the HEU Agreement responsibilities were 
an asset or liability for USEC. Perhaps the clearest indication of 
the HEU Agreement as a net asset to USEC is that USEC made 
the business decision on December 1, 1999, to continue as executive 
agent. If USEC had elected not to continue in that role, we were 
prepared — we had taken steps to identify alternative and/or addi- 
tional agents interested in implementing the HEU Agreement from 
2002 on. 

A critical issue to the success of the HEU Agreement was resolu- 
tion of the uranium feed issue about a year ago. I will just note 
that the administration played an important role in facilitating a 
solution to that problem. As part of it, of course, the Congress 
helped with appropriations allowing us to purchase 2 years’ worth 
of uranium. We also pulled 22,000 metric tons of natural uranium 
off the market in the United States and, similarly, Russia is build- 
ing up a comparable stockpile. 

Currently, of course, a key issue is negotiation of the future pric- 
ing of the SWU component of the HEU contract between the U.S. 
and Russian executive agents for 2002 and beyond. The long-term 
market-based solution that we engineered for the feed component 
provides something of a template. And indeed the Russian Minister 
of Atomic Energy in meetings with the Secretary has explicitly ac- 
knowledged the need for a long-term agreement on market terms. 
The administration is actively supporting the negotiations and be- 
lieves that market-based prices can and will be attained. 

USEC’s continuing strong order book and substantial cash-flow 
will help them sustain domestic enrichment capability for this pe- 
riod. However, a privatized USEC has also announced that further 
streamlining is required to maintain market competitiveness. The 
Secretary is strongly committed to assisting the GDP work force 
and communities through this period and will work closely with the 
congressional delegations, the unions, and others that represent 
these interests. 
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In addition to our work on the HEU Agreement in this context, 
several other actions have been taken. The administration has sub- 
mitted a strong fiscal year 2001 budget request and an fiscal year 
2000 supplemental request of $26 million designed to aid workers 
in the transition. The Department is consulting with the workers, 
the local community, and elected officials to determine the most ap- 
propriate means to minimize involuntary separations and the mix 
of separation benefits given available funds. The Department has 
provided about $14 million in local community assistance for devel- 
oping employment opportunities. The Department is proceeding 
with plans to build and operate the DUF6 conversion facilities and 
plans to issue an REP by October 2000 and award a contract in fis- 
cal year 2001. 

And finally, the administration is addressing significant environ- 
mental safety and health concerns at Paducah and Portsmouth. 
Just yesterday the Secretary, accompanied by key Members of this 
body, including Mr. Strickland, announced a major initiative to 
compensate workers made ill by exposure to radiation and toxic 
substances. 

With the administration and congressional cooperation, we feel 
we can continue to balance public equities during this transition 
period. 

But turning to the longer term, a key issue recognized very clear- 
ly prior to and at the time of privatization, is that a successor tech- 
nology to gaseous diffusion — one that is less energy intensive and 
available for deployment in this decade — was needed. The June 
1999 USEC business decision to discontinue AVLIS has clouded 
the path forward, at least temporarily. 

USEC is actively addressing the alternatives, both centrifuge and 
laser-based technologies. The government has a continuing interest 
for both security of supply and workforce reasons. Steps taken in- 
clude: a study on security of supply now ready for interagency re- 
view and requested by the Secretary immediately after the USEC 
AVLIS decision; the United States worked with the Australian gov- 
ernment to facilitate cooperation on SILEX technology; and USEC 
has expressed an interest in evaluating centrifuge technology op- 
tions and the Department, within appropriate bounds, is cooper- 
ating to provide technology access. 

There is no doubt that heightened attention must be paid to 
long-term domestic enrichment capability in the aftermath of 
USEC’s AVLIS decision. At the same time, implementation of a 
long-term market-based HEU Agreement will help provide stability 
in both the SWU and feed areas and we will continue multi- 
pronged support of programs that aid the workforce and commu- 
nities by addressing health, remediation, and job creation issues. 

Privatization of USEC reflects a long-standing bipartisan com- 
mitment by successive administrations and Congresses, as does the 
commitment to balancing the public interests of nonproliferation, 
security of supply, and community responsibility. We hope to con- 
tinue that bipartisan commitment through the sometimes difficult 
period of transition. Thank you. 

[The prepared statement of Ernest J. Moniz follows:] 
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Prepared Statement of Hon. Ernest J. Moniz, Under Secretary of Energy 

INTRODUCTION 

Mr. Chairman, thank you for the opportunity to appear before your committee 
today and represent the Department of Energy in these deliberations concerning the 
United States Enrichment Corporation (USEC), its privatization and the domestic 
uranium industry. 

I am Ernest Moniz. I have been Under Secretary at the Department of Energy 
since the end of 1997. Prior to that, I was Head of the Department of Physics at 
MIT and served as Associate Director for Science in the Office of Science and Tech- 
nology Policy. 

At the Department of Energy my areas of responsibility have been focused prin- 
cipally on the doe’s science and national security programs. My oversight in the 
latter area has included maintaining the nuclear stockpile and addressing non- 
proliferation challenges, particularly our cooperative programs to secure nuclear ma- 
terials in Russia and to dispose of excess plutonium. As a result of the Department’s 
work on a broad front with the Ministry of Atomic Energy of Russia, I have also 
been directly engaged in working to implement the US-Russian HEU Purchase 
Agreement. My work on integrating the DOE’s R&D programs has included the 
issue of nuclear energy R&D for the future. 

I will organize my brief remarks on USEC and the domestic uranium industry 
around several national level goals that reflect a Department of Energy perspective: 

• First, nonproliferation: carr3dng out and sustaining the 1993 US-Russian HEU 

Purchase Agreement under which 500 metric tons of highly enriched uranium 

(HEU) are extracted from nuclear weapons in Russia and blended down, never 

to be used in weapons again. 

• Second, energy policy: ensuring an adequate capability for securing or producing 

the enrichment and nuclear industry requirements of the United States. 

• Third, defense needs: ensuring that we can meet defense needs that require do- 

mestic enriched uranium. 

• Fourth, public policy commitments: supporting the equities embodied in the 

“Treasury Agreement” to our workers at the gaseous diffusion plants (GDPs). 

These are not the only priority issues. But any path forward should address them. 

The Energy Policy Act of 1992 created USEC to privatize the enrichment oper- 
ations. The USEC Privatization Act of 1996 clarified many details of privatization 
and explicitly provided for the 1993 US-Russian HEU Purchase Agreement (“HEU 
Agreement”) to supply uranium markets of the United States. Pursuant to such leg- 
islation, the President subsequently approved a privatization plan in 1997, and after 
conclusion of many complex agreements defining the terms of privatization, USEC 
became a private corporation in July 1998. Each step reflected a longstanding bipar- 
tisan commitment to privatization by successive Administrations and Congresses. 
The government’s interests and role of USEC in various public policy issues and the 
uranium market are touched on below. 

1. Nonproliferation and National Security 

First, on national security, I will discuss the HEU Agreement, USEC’s role in its 
implementation, and various challenges faced and overcome. 

'The end of the Cold War and collapse of the Soviet Union inevitably affected the 
world nuclear supply industry and uranium markets. Excess weapons material was 
destined to be sold into the world market. Such material contains much enrichment 
value (measured in separative work units, or SWUs) and uranium. The HEU Agree- 
ment provides an incentive for Russia to take material from nuclear warheads and 
blend them into low enriched uranium (LEU), instead of simply enriching more in 
their centrifuges and selling it on the world market, perhaps in a manner that low- 
ers prices in the world market, as happened before the HEU Agreement. 

The magnitude of the challenge in reversing the Cold War buildup of nuclear ma- 
terials involves expenditures on the multi-billion-dollar scale. This inevitably leads 
to an intersection of governmental interests and the private sector, where the mar- 
ket for uranium based fuel involves revenues on the scale of billions of dollars. The 
HEU Agreement provides Russia incentives for continued dismantlement of weap- 
ons, and revenues that support Russia during a time of transition. 

The HEU Agreement serves US national security interests, and is in Russia’s in- 
terest as well. It is designed to take 500 metric tons of HEU (equivalent to about 
20,000 weapons) from Russian weapons and blend it down for use and sale as com- 
mercial reactor fuel over twenty years. To date, the material derived from over 80 
metric tons of HEU has been purchased and sold, ridding the equivalent of more 
than 3,000 nuclear weapons. The HEU Agreement is a government to government 
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agreement that defines a framework that is implemented through commercial 
means. 

USEC is the current US executive agent, having signed an implementing contract 
with Russia’s executive agent in 1994, and begun payments to Russia in 1995 for 
deliveries that have continued yearly since then. USEC has performed satisfactorily 
under an agreement that defines USEC’s role as executive agent. The US can re- 
place or add an additional agent, just as USEC can give notice that it no longer 
desires to serve as such. 

It should he noted that there are essentially two tracks in implementing the HEU 
Agreement, as it has evolved. First, the portion USEC pays Russia for the SWUs, 
which is about two thirds of the value of what Russia physically delivers to USEC. 
USEC uses the Russian delivery to provide enriched uranium to its utility cus- 
tomers. Second, Russia, for every delivery to USEC, is by US law awarded title to 
an amount of natural uranium that is contained in the enriched uranium purchased 
by USEC. Russia then seeks to realize the remaining value of the HEU Agreement 
through natural uranium sales, in the US under the schedule limits set out in the 
Privatization Act of 1996, or internationally. 

The natural uranium track (or “feed component”, as it is sometimes called) com- 
plicated implementation of the entire HEU Agreement on several occasions starting 
in early 1997. Russia’s export guidelines in the past stopped deliveries to USEC, be- 
cause of the lack of payment and a path forward on payment for its natural ura- 
nium. An agreement signed by Secretary of Energy Richardson with his Russian 
counterpart early last year solved this problem. This “HEU Feed Transfer Agree- 
ment” (“Transfer Agreement”) used $325 million appropriated by the Congress for 
DOE to purchase the 11,000 metric tons of unsold Russian natural uranium that 
had accumulated in the United States, added it to an existing 11,000 metric ton 
DOE stockpile, provided for holding this total off the market for 10 years, and de- 
fined a long term commercial path forward for the feed component for the duration 
of the HEU Agreement. 

The DOE through the Transfer Agreement, and in the interest of the market, 
thus pulled 22,000 metric tons (nearly 60 million pounds) of natural uranium off the 
market for a decade, uranium that was otherwise slated to be sold over this period 
and the future proceeds for which will go to the Treasury. In addition, what Russia 
does not sell to a western consortium of companies pursuant to the annual quotas 
in the 1996 US law, will be returned to a Russian stockpile where, until it reaches 
a 22,000 metric ton amount, can only be sold into long term contracts with the con- 
sortium, or used to blend down more HEU from Russian weapons. To date, because 
of the current market, most of the Russian feed is slated for transport back to Rus- 
sia’s stockpile, and thus will not soon come into the US market. 

More recently, issues have arisen in implementing the HEU Agreement that di- 
rectly involve USEC. One involves the question whether the SIW portion of the 
HEU Agreement is a liability or an asset to USEC, and if so, what the government 
should do. Another is the pricing of SWU from Russia for the balance of the HEU 
Agreement. 

Public statements by USEC prior to privatization suggested that USEC viewed 
the Russian supply of SWU as a strategic asset, particularly after USEC negotiated 
a pricing mechanism with Russia that went into effect in 1997 and extends through 
2001 deliveries. Indeed, this pricing mechanism reflected a discount off the spot 
market price at the time of the signing of the contract amendment, escalated by an 
agreed inflation metric. The low enriched uranium (LEU) supplied by Russia under 
the HEU Agreement and its pricing was therefore part of a known mosaic of assets 
(e.g., favorable electricity rates for SWU production, sales contracts, transfers of 
uranium inventories, Russian LEU at a price negotiated by USEC) and responsibil- 
ities that transferred to the privatized USEC. The US government did not rule out 
in the latter part of 1999 examining what, if anything, might be appropriate under 
changed conditions, particularly in the full context of other public equities to be dis- 
cussed below. But based on our assessments, we are not persuaded that the HEU 
Agreement was a net liability, compared to USEC’s ability to produce and replace 
the enrichment services from Russia. 

In certain respects, the issue was put to the test on December 1, 1999. USEC 
made a business decision to continue as executive agent with certain legal obliga- 
tions to perform through 2001. The US also took steps to identify other alternative 
or additional agents interested in implementing the HEU Agreement. 

The US endorses USEC’s efforts to reach agreement on commercial terms with 
Russia’s executive agent on a pricing mechanism for SWU to succeed the current 
mechanism that applies through 2001. Indeed, Russia acknowledges a continuing 
need for market based contracts, as in the agreement on HEU feed. Both the Rus- 
sian and US governments are monitoring these discussions, mindful of the interests 
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of their agents, as well as broader equities. A stable commercial mechanism for the 
SWU that complements the long-term commercial agreement for the feed component 
is desirable. 

2. Security of Supply and Enrichment 

Second, I will discuss the impact of the HEU Agreement on the US, and related 
issues on security of supply and enrichment of uranium for the United States, as 
they have evolved since 1998. 

The uranium imported into the US as a result of the HEU Agreement affects the 
US market (as would the absence of such an agreement). This is more evident now 
that the HEU Agreement has proceeded from an initial annual purchase of 6 metric 
tons in 1995 to an annual 30 metric ton annual amount in 1999 and for the dura- 
tion of the agreement to 2013. In addition, various nuclear plant closures over this 
period have also impacted world demand. An annual report provided to the Con- 
gress reflects the impacts of implementing the HEU Agreement, in conjunction with 
other developments. 

The HEU Agreement is slated to provide from 1999 onward 5.5 million SWU per 
year which represents somewhat less than half of USEC sales in recent years when 
combined with their production at the gaseous diffusion plants in Ohio and Ken- 
tucky. DOE leases these plants to USEC. USEC may not close one of these plants 
until January 2005 because of its obligation to continue operating the plants until 
that time, absent a significant financial event. 

The US government, therefore, for reasons of national security and energy policy 
needs to ensure that the balance of interests is maintained in regard to security of 
supply in the coming years. There are several noteworthy points in this regard: 

• One, the HEU Agreement has over time become an important source of supply 

for enrichment for the U.S. nuclear industry. Given the availability of nuclear 
material for such purposes, the benefits of this commerce outweigh, in general 
terms, the risks on the supply side. 

• Two, USEC’s decision in June 1999 to discontinue the Atomic Vapor Laser Isotope 

Separation (AVLIS) enrichment technology clouds the path forward for a re- 
placement technology for the GDPs, particularly one that is less energy inten- 
sive and available in the desired time frame. Secretary Richardson asked for a 
study of the consequences of this decision for US energy security immediately 
after USEC’s decision. The Department has completed this study and, at the 
direction of the Enrichment Oversight Committee, it is ready for review by 
other agencies. USEC, meanwhile, is reviewing other possible enrichment tech- 
nologies, such as centrifuges and laser-based approaches. The Department is, as 
appropriate, aiding USEC’s evaluation of certain enrichment technologies. 

• Three, the evaluation of USEC’s credit rating this year has raised concerns about 

USEC plans for the GDP’s over the next several years as they evaluate long 
term replacement technologies. 

Until last year, on the basis of the combination of factors such as favorable power 
contracts through 2005, low costs of leasing the GDPs from the Department, and 
ongoing R&D on AVLiS, a path forward on future domestic enrichment capability 
was clearer. In the aftermath of USEC’s decision in 1999 on AVLIS, however, the 
Secretary immediately focused on what the long-term implications would be. USEC 
is pursuing its R&D on the SILEX enrichment technology, and the US worked with 
the Government of Australia to enable this cooperation funded by USEC to proceed. 
Meanwhile, more recently, USEC has expressed interest in evaluating centrifuge 
technology options, and the Department has cooperated to that end, within appro- 
priate bounds. The study on security of supply initiated last year by the Secretary 
is part of the heightened attention that must be paid to long-term domestic enrich- 
ment capability following the USEC cancellation of AVLIS development. 

3. Defense Needs 

Third, I will note briefly specialized but important defense needs that pertain to 
domestic enrichment capacity and uranium inventory management, as well as some 
potentially beneficial market consequences that may result. 

In late 1998, the US decided to produce its future tritium needed for the stockpile 
in Tennessee Valley Authority (TVA) light water reactors. To comply with various 
nonproliferation commitments it is important to ensure that the uranium and en- 
richment are of US origin in the reactors producing tritium. The TVA and USEC 
last year signed an enrichment services contract that some uranium analysts believe 
may cover some 15-20 million pounds of natural uranium for the 10-year contract. 
Thus, USEC planning for the TVA contract may address some concerns over the dis- 
position of its uranium inventory in the market. 
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In addition, the Department monitors the long-term enriched uranium needs of 
its naval reactors program. 

4. Public Policy Commitments 

Fourth, I want to return to public policy commitments to workers at the GDPs 
that I noted above in a different context of security of supply. Secretary Richardson 
feels very strongly about these issues. 

I noted earlier the Treasury Agreement that USEC signed shortly before privat- 
ization. The working premise of the agreement is that both enrichment plants, 
leased by DOE, to USEC would be kept open through 2004 and work force reduc- 
tions were capped until June 2000. Eor the Secretary’s part, any prospect of federal 
support that had not been contemplated prior to privatization certainly should not 
be considered now if it did not reinforce previous commitments made to the federal 
government and to GDP workers. Indeed, any other approach would put the govern- 
ment in the position of appearing to benefit private sector parties while ignoring or 
harming existing federal commitments. 

I know you are aware of recent reports regarding significant environmental, 
health and safety concerns at the gaseous diffusion plants. As part of our response 
to these developments, the Department has developed initiatives for additional 
funding in fiscal year 2001 to accelerate cleanup and protect health and safety at 
the GDPs in Ohio and Kentucky. Such initiatives include remedial actions to dis- 
pose of low-level waste and clean up old landfills, oversight investigation of past and 
current practices, reviewing uranium flows to assess potential worker exposures, es- 
tablishing worker radiation exposure profiles, and expanding medical surveillance 
for current and former workers. 

The Administration has a proposed an initiative to compensate workers made ill 
by exposure to radiation and toxic substances while working to build America’s nu- 
clear defense. The levels of compensation for federal and contractor workers at the 
three GDPs in Kentucky, Ohio and Tennessee formerly run by DOE, are similar to 
those established in the initial compensation legislation proposal submitted to Con- 
gress in November 1999. 

The Administration has also submitted a $26 million fiscal year 2000 Supple- 
mental Budget Request to the Congress to address additional concerns, including 
$10 million for Environmental, Safety and Health activities (health studies, over- 
sight), and $16 million for environmental restoration. The Department urges the 
Congress to act on these requests as soon as possible. 

USEC earlier this year announced some 850 layoffs at the GDPs to occur this 
summer that were long anticipated. The FY 2001 budget and the supplemental re- 
quest for the Environmental Management program support the Secretary’s efforts 
to aid workers in the transition. 

The Department is consulting with workers, the local community, and elected offi- 
cials to determine the most appropriate means to minimize involuntary separations 
and the mix of separation benefits for workers who do not transition that can be 
supported with available funds. The Department has provided $13.8 million in as- 
sistance to local communities for activities that can provide employment opportuni- 
ties for displaced workers and additional community assistance requests are cur- 
rently under review. 

In addition, the Department is proceeding with plans for a project to build and 
operate conversion facilities to chemically convert depleted uranium hexafloride in- 
ventories into a form better suited to both storage and ultimate disposition. This has 
been paced principally by characterization of contamination in the depleted uranium 
inventory, sampling analysis of which should enable an RFP to be issued by October 
of this year, award of contract in fiscal year 2001, and the initiation of design. 

Concluding Remarks 

I have set out some of the basic governmental interests from DOE’s perspective 
in: 

• Performance on the HEU Agreement; 

• Monitoring security of supply of enrichment, relative to private sector plans, mar- 

ket availability and national reserves; 

• Meeting defense needs; and 

• Fulfilling public policy equities to GDP workers. 

I have noted, where appropriate, USEC’s role, or uranium market impacts of the 
HEU Agreement or governmental actions. 

In closing, I note that the end of the Cold War has posed novel challenges and 
opportunities. 

The impetus to create USEC came out of the 1980s and was to privatize enrich- 
ment in a bipolar world. It would have been hard to imagine in the mid-1980s dur- 
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ing a build up of nuclear weapons that, little more than a decade latter, concerns 
would be raised about the rate at which material from dismantled Russian nuclear 
weapons comes into the US, or that questions would arise about sustaining US en- 
richment capability or what future options are best. 

In the post Cold War context, it has always been understood that a private execu- 
tive agent implementing the HEU Agreement with Russia could experience tensions 
between its commercial interests and the government’s immediate preferences. This 
is a perpetual tension to be managed. In the end, the government will have its in- 
terests served, or take corrective steps. However, the complex intersection of govern- 
mental and private interests is a fact of life driven by the large scale of resources 
needed to reverse Cold War buildups (HEU, plutonium, weapons complex). Much 
has been accomplished, and given the scale of the problems created over many 
years, much remains to be done. 

We need the support of the Congress on all these issues and look forward to work- 
ing with you. I would be pleased to respond to any questions you may have. Thank 
you. 

Mr. Whitfield. Thank you. 

Mr. Paperiello. 

TESTIMONY OF CARL J. PAPERIELLO 

Mr. Paperiello. Mr. Chairman, it is my pleasure to appear be- 
fore you today to discuss the U.S. NEC’s financial review of the 
USEC. Under the USEC Privatization Act of 1996, the NEC is re- 
quired to determine if the issuance of a certificate of compliance 
would be inimicable to the maintenance of a reliable and economic 
domestic source of enrichment services. In February of this year 
the NEC initiated a review of USEC’s financial condition because 
NEC’s basis for its previous determination had changed, when on 
February 4, Standard & Poors downgraded USEC’s corporate credit 
rating to below investment grade. 

I’d like to clarify something that I heard today. The NEC used 
the corporate credit rating for the initial public offering path. And 
we had developed a standard review plan to deal with either path, 
a sale of the company or an IPO. The decision to use the credit rat- 
ing was based upon extensive conversations with both financial 
managers in the private sector as well as Federal agencies, includ- 
ing the U.S. Treasury and the Securities and Exchange Commis- 
sion. 

When the NEC recertified USEC’s operation of the gaseous diffu- 
sion plants in January 1999, USEC had investment grade credit 
ratings from both Moody’s investors service and Standard & Poors. 
On February 3 of this year, USEC announced lower financial pro- 
jections for fiscal 2001, a plan to lay off 850 employees, a dividend 
rate cut to half its previous value, and a program to repurchase 
stock. On the next day. Standard & Poors reacted to this announce- 
ment by downgrading USEC’s credit rating from BBB to BB-i-, a 
below investment grade rating. And on February 23, Moody’s down- 
graded USEC from Baal to Bal, also below investment grade rat- 
ing. 

As I note, recertification was based in part on USEC’s invest- 
ment credit ratings. Consequently, we have reopened the financial 
review of USEC to evaluate changed conditions. And this review of 
the financial status is consistent with typical agency practice when- 
ever the basis for issuing a license, in this case a certificate for op- 
erating the gaseous diffusion plants — when that changes we will 
then turn around and reinvestigate the basis for our licensing deci- 
sion. 
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We are evaluating the projected financial condition of USEC an- 
ticipated for the next 5-year period consistent with the guidance 
that we have published in our standard review plan for recertifi- 
cation of the gaseous diffusion plants. I should point out that when 
we wrote the initial standard review plan for the initial certifi- 
cation, it was a public document. We shared it with everybody. The 
uranium — the Enrichment Oversight Committee saw it, so it was 
not something that we did in a vacuum. 

And, of course, since they have dropped below investment grade, 
additional analysis will have to be done. We will be using consult- 
ants. We don’t have that many people on our own staff who are 
qualified to look into business plans, projected financial state- 
ments, and other financial information. We plan on providing our 
analysis and recommendation to the Commission in early summer 
of this year. And any Commission recommendations, as appro- 
priate, would be forwarded to Congress and the Enrichment Over- 
sight Committee. 

I also have to note that the NRC staffs major efforts at the gas- 
eous diffusion plants remain the protection of the workers’ and 
public’s health and safety, protection of the environment, and the 
assurance of the common defense and security of the United States. 

In conclusion, we have reopened our financial evaluation of 
USEC following the recent corporate credit rating downgrades from 
Moody’s and Standard & Poors, and based on a staff evaluation the 
Commission will forward any appropriate recommendations to Con- 
gress and the Enrichment Oversight Committee for use in making 
future decisions regarding domestic enrichment service. 

This is concludes my oral statement. 

[The prepared statement of Carl J. Paperiello follows:] 

Prepared Statement Carl J. Paperiello, Deputy Executive Director for Ma- 
terials, Research, and State Programs, U.S. Nuclear Regulatory Commis- 
sion 

Mr. Chairman and Members of the Subcommittee: It is a pleasure to appear be- 
fore you today to discuss the U.S. Nuclear Regulatory Commission’s (NRC’s) finan- 
cial review of the U.S. Enrichment Corporation (USEC) and the status of several 
important regulatory activities. Under the USEC Privatization Act of 1996 (P.L. 
104-134), the NRC is required to determine if the issuance of a certificate would be 
inimical to the maintenance of a reliable and economical domestic source of enrich- 
ment services. In February of this year, NRC initiated a review of USEC’s financial 
condition because NRC’s basis for its previous determination had changed when, on 
February 4, 2000, Standard & Poor’s (S&P) downgraded USEC’s corporate credit 
rating to below investment grade. 

When NRC recertified USEC’s operation of the gaseous diffusion plants in Janu- 
ary 1999, USEC had investment-grade credit ratings from both Moody’s Investors 
Service (Moody’s) and S&P. On February 3, 2000, USEC announced lower financial 
projections for fiscal year 2001, a plan to lay off 850 employees, a dividend rate cut 
to half of its previous value, and a program to repurchase stock. On February 4, 
2000, S&P reacted to this announcement by downgrading USEC’s credit rating from 
BBB to BB-h, a speculative rating. On February 23, 2000, Moody’s downgraded 
USEC from Baal to Bal, also a speculative-grade rating. 

NRC’s recertification of USEC in early 1999, in part, was based on USEC’s invest- 
ment-grade credit ratings. Consequently, NRC re-opened the financial review of 
USEC to evaluate the changed conditions in light of the changes that occurred in 
the financial market in February. Reviewing the financial status is consistent with 
typical agency practice if the basis for authorizing an activity, such as operating the 
gaseous diffusion plants, changes an3dime after the authorization. We believe this 
is consistent with the authority Congress provided to the NRC in the USEC Privat- 
ization Act of 1996. 
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NRC staff is evaluating the projected financial condition of USEC anticipated for 
the next five-year period consistent with the NRC guidance developed specifically 
for USEC. This review examines business plans, projected financial statements, and 
other information applicable to the critical issues affecting USEC. On February 25, 
2000, NRC requested USEC to provide the information to support this review by 
the end of March. Last month, USEC requested some additional time to assemble 
and submit the information. 

To guide such certification reviews required in 10 CFR Part 76, NRC staff devel- 
oped a “Standard Review Plan for Recertification of the Gaseous Diffusion Plants,” 
NUREG-1671 (SRP), last updated in February 1999. The section of the SRP describ- 
ing the financial review was approved by the Commission in November 1997 to in- 
clude the privatization effort. Chapter 16 of the SRP describes the procedures and 
criteria for conducting these reviews to implement the requirement in 10 CFR 
76.22(b)(2), which states “A certificate of compliance may not be issued to [USEC] 
if the Commission determines that . . . the issuance of such a certificate of compliance 
would be inimical to . . . the maintenance of a reliable and economical domestic 
source of enrichment services.” The NRC established this requirement to implement 
section 193(f) of the Atomic Energy Act, et. seq. (42 USC 2243). The SRP includes 
an examination of the credit stren^h and financial condition based on credit ratings 
from rating services such as Moody’s and S&P. During the transfer of the certificate 
to the privatized corporation in July 1998, consistent with the SRP, NRC deter- 
mined that USEC had a financial structure that included an investment-grade rat- 
ing from Moody’s or S&P and, therefore, met the long-term economic viability re- 
quirements. Under the SRP, a speculative rating could also be acceptable, but addi- 
tional criteria and an analysis would be required. 

NRC staff plans to provide its analysis and recommendations to the Commission 
in early Summer 2000. Any Commission recommendations, as appropriate, would be 
forwarded to Congress and the Enrichment Oversight Committee, a group of rep- 
resentatives from several Executive Branch agencies including the Departments of 
Treasury, Commerce, Energy, and Defense, the Office of Management and Budget, 
and the National Security Council. Any recommendations could then be used by 
Congress and the Executive Branch to determine the need for any future govern- 
ment actions. 

The NRC staff is also working on several other important regulatory activities as- 
sociated with the gaseous diffusion plants, including the Paducah seismic modifica- 
tion project, the Paducah enrichment upgrade project, a review of USEC’s safety 
program, and continued oversight to ensure that layoffs at Paducah and Portsmouth 
do not adversely impact safety and safeguards at either plant. DOE identified in 
1995 the vulnerability to earthquakes of two of the process buildings at Paducah. 
NRC incorporated requirements to strengthen building structures in the Compliance 
Plan when the plant was certified in 1997. The Compliance Plan is an NRC-ap- 
proved plan requiring USEC to achieve compliance with regulatory standards on a 
set schedule. Since that time there have been several program delays in the seismic 
upgrades due to the identification of several unreviewed safety questions, unex- 
pected construction difficulties, and characterization by the DOE of its Material 
Storage Areas, where some of the seismic construction work is taking place. DOE 
and USEC reached agreement on an approach in early February 2000, which allows 
characterization of the DMSAs by July 2000 and completion of the seismic upgrades 
by September 2000. Since that time, USEC has continued to make progress on both 
programs. 

In 1999, USEC announced its intent to increase the enrichment level of uranium 
processed at Paducah. The Paducah Higher Assay Upgrade Project would increase 
the meiximum product enrichment from 2.75 weight percent to 5.0 weight percent 
uranium-235 (U-235). Because 5 weight percent enriched uranium cannot be used 
for military applications, there are no national security issues from this upgrade. 
The increase in enrichments must be authorized by USEC requesting and NRC 
amending the certificate for Paducah. NRC approval of the enrichment amendment 
request depends on a number of factors, including the technical adequacy of several 
licensing submittals that USEC plans to submit between now and September. The 
NRC expects to review the submittals during the remainder of this year and into 
early 2001. 

The third significant regulatory activity for both Paducah and Portsmouth in- 
volves confirmation of the adequacy of the safety programs to protect workers, the 
public, and the environment. In response to public and Congressional concerns 
about worker protection and historical exposures as a result of processing and han- 
dling reprocessed reactor fuel material from the 1950s to the mid-1970s at Paducah 
and Portsmouth the NRC conducted special confirmatory inspections in September 
and October of 1999 of USEC’s radiation safety programs. Following the inspections. 
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the NRC held public exit meetings near the Paducah and Portsmouth sites. NEC’s 
inspections concluded that USEC’s radiation protection programs at both sites were 
adequate and met NRC requirements. The inspections also confirmed that the envi- 
ronmental releases of radioactive materials from USEC’s operations were well with- 
in NRC limits and that the environmental monitoring programs were adequate. 
However, the inspections identified that some of the workers were not aware of cer- 
tain radiological hazards or radiation protection requirements and that the radi- 
ation protection training did not include site-specific information regarding radio- 
logical hazards from transuranic radionuclides. In addition, at Paducah, the NRC 
concluded that certain unsupported assumptions were being made in calculating in- 
ternal doses because they did not adequately include a contribution from some 
transuranic radionuclides. Although the inspection confirmed that the sites’ airborne 
radioactivity levels and, thus, worker and public risks were low, the NRC concluded 
that USEC’s assumption that there was no contribution from some transuranic 
radionuclides was not supported by recent measurements. Since the inspections, 
USEC has taken actions to strengthen its radiation protection programs. The NRC 
staff continues to review USEC’s corrective actions as part of its ongoing inspec- 
tions. 

NRC has also been conducting similar licensing reviews to confirm the adequacy 
of each site’s nuclear criticality safety program to protect against the risk of a nu- 
clear criticality accident. USEC is required by regulation to demonstrate the ade- 
quacy of its nuclear criticality safety program in preventing a criticality accident in 
plant areas where it judges that there is a potential for criticality accidents. The 
staff has several review actions under way in an attempt to confirm the adequacy 
of each criticality program and to require USEC to correct or mitigate any signifi- 
cant deficiencies. 

The final activity that I would like to discuss briefly is NEC’s continuing review 
of USEC’s performance in the transition phase leading up to and following any lay- 
offs. There are regulatory requirements for minimum staffing levels and overtime 
usage, and reduced staffing can affect critical functions such as plant operations and 
maintenance. There are two resident inspectors at each gaseous diffusion plant, who 
regularly observe daily plant operations and interface with the plant staff. The resi- 
dent inspections are supplemented with specialist inspections in such areas as radi- 
ation protection, fire protection, nuclear criticality safety, chemical process safety, 
and material control and accounting. To ensure that continued staffing changes do 
not detract from the protection of public health and safety and safeguards at the 
plants, NRC staff has increased its regulatory oversight during the transition phase. 
In addition, NRC will conduct increased safety and safeguards inspections, conduct 
meetings with USEC management, the public, and other stakeholders on the transi- 
tion activities, and monitor performance trends such as backlogs, operational events, 
overtime usage, and compliance with regulatory commitments. 

In conclusion, we have re-opened our financial evaluation of USEC following the 
recent corporate credit rating downgrades from Moody’s and S&P. Based on the 
staff evaluation, the Commission will forward any appropriate recommendations to 
Congress and the Enrichment Oversight Committee for use in making future deci- 
sions regarding domestic enrichment services. The NRC staff is also continuing to 
monitor closely USEC’s performance at the plants to ensure protection of public 
health and safety and safeguards. 

Thank you, Mr. Chairman. I would be pleased to answer any questions that you 
and Members of the Subcommittee may have. 

Mr. Whitfield. Mr. Paperiello thank you very much and thank 
all of you for your testimony. 

Mr. Paperiello, let me ask you a couple of questions. Since USEC 
has been privatized, how many times has the NRC fined USEC for 
unsafe operations? 

Mr. Paperiello. In the past year, year and a half. I’m aware of 
two occasions. There might have been some earlier. I just don’t 
have the number — I could find it out, but I just don’t know. 

Mr. Whitfield. Were there civil fines associated with that? 

Mr. Paperiello. Yes, in the past year, maybe 15 months, we 
have issued a fine to Portsmouth as a consequence of a fire that 
occurred in December 1998. And we recently issued a fine to Padu- 
cah for employment discrimination. 
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Mr. Whitfield. And do you know about what the dollar figure 
was? 

Mr. Paperiello. The second one was, I believe, $88,000. I think 
the one at Portsmouth was $50,000 in that range, but I know I’m 
under oath. It is in that order. 

Mr. Whitfield. The NRC is now considering an application of 
USEC to enrich uranium up to 5 percent or 5.5 percent at the Pa- 
ducah plant. And allegations have been made by certain employees 
there, as well as others, that in the criticality safety area that NRC 
is applying a different standard in this evaluation than they have 
in the past. What is your comment about that? 

Mr. Paperiello. Yes, they have a program to upgrade the en- 
richment percentage at Paducah. It is a program — as explained to 
us, will require them to submit, I think, as many as five license 
or certificate amendments. 

The first amendment came in, I think, at the end of last year and 
somewhere in the February timeframe. We rejected that applica- 
tion. It was an application to change the limit on enrichment at 
certain portions of the plant. We rejected it because they did not 
provide an adequate technical basis. As you’re aware, criticality is 
potentially a very serious problem at any fuel facility. We all know 
what happened in Japan last year. And there was not an adequate 
technical basis — that was the basis of our rejection. It had nothing 
to do with change in policy, at least from our viewpoint, but it was 
an increase in the enrichment over what the facility — at those sta- 
tions that had been originally designed for without an adequate 
technical basis. 

Mr. Whitfield. And when do you expect a decision would be 
made upon this application? 

Mr. Paperiello. We don’t have applications in front of us. They 
laid out a timeframe to us for when they would be submitting in- 
formation. You made reference to a letter that we sent them. I 
don’t know if it is the letter I read, but the letter I read, we basi- 
cally said we are not going to be able to do this by the end of this 
calendar year if some of the information you’re going to submit to 
us isn’t going to come in until November. That was the point. 

Mr. Whitfield. Okay. And so you don’t have all the information 
at this point. 

Mr. Paperiello. We do not have all the information. What we 
were replying to was the timeframe that they were laying out to 
us. 

Mr. Whitfield. Mr. Moniz, at privatization, a large sum of ura- 
nium was transferred to USEC as a part of that privatization 
agreement. Did you have any concern that their selling it on the 
open market would possibly drive down the price of uranium? 

Mr. Moniz. First, I should note there was a large transfer of ura- 
nium consistent with the EPACT requirements and then a second 
transfer 

Mr. Whitfield. Was the first transfer 30 million pounds? 

Mr. Moniz. No, that was approximately 120 million pounds, I be- 
lieve. However, of that only 23 million pounds was DOE-owned 
uranium. 

Mr. Whitfield. And what was the second one? 
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Mr. Moniz. I could get that for you later on. Quite a bit of the 
first transfer, more than 90 million pounds was actually owned by 
utilities. The second part — thank you, here it is. The total EPACT 
transfers were about 140 million pounds, and the Privatization Act 
transfers 31 million pounds. 

Also I will note that we have taken, as I mentioned in my oral 
statement, we have actually taken 58 million pounds of DOE ura- 
nium off the market for 10 years which compensates for part of 
that. In the transfer, more than half of the uranium had restric- 
tions on its entry into the market. We — the Secretary wrote to the 
corporation, in fact, late last year, asking questions about this, and 
the corporation has responded in terms of their plans to market at 
the rate of 10 percent of worldwide market demand. 

Mr. Whitfield. Mr. Mark Stout of the Uranium Producers of 
America will be testifying later today and in his testimony he says 
that USEC’s selling of this uranium on the market is decimating 
their industry. Do you have any reaction to that? 

Mr. Moniz. Well, it’s clear the market is soft, prices have fallen 
substantially. I think the USEC sales certainly contribute to it, al- 
though we believe they are not the only element. There have been 
significant liquidations of supplies, for example, by various groups. 

Mr. Whitfield. I have one more question and then we will pro- 
ceed. 

Mr. Gensler, Mr. Stiglitz was chairman of the President’s Council 
of Economic Advisors and was serving in that capacity when dis- 
cussions were being considered in the administration about wheth- 
er or not USEC should be privatized. And he was very strong in 
his view that it should not be privatized, and he enumerated cer- 
tain reasons that have come to pass. In your involvement with the 
discussions on the decision to privatize or not privatize, were there 
other people in the administration that were as opposed to it as 
Mr. Stiglitz, from your recollection? 

Mr. Gensler. Just for the record, I actually joined the adminis- 
tration after, I think, Mr. Stiglitz went on to his important duties 
at the World Bank, so I don’t know in a comparative sense. But I 
am aware of his points of view and that as we move forward, we 
looked at this in a thorough way with regard to the statutory cri- 
teria. And having had that debate before the President — before the 
1997 opinion to move forward, which actually was before I joined 
the administration. 

Mr. Whitfield. Mr. Stupak. 

Mr. Stupak. Thank you, Mr. Chairman. Mr. Moniz, I thought 
you just said in your testimony that dumping on the market was 
not driving down the price of the U.S. SWUs; correct? 

Mr. Moniz. The discussion we just had of natural uranium? And 
I said certainly sales in fact by anyone, and certainly by USEC, 
added to the current market condition. What I added was that 
there were other sources as well of uranium that lowered the mar- 
ket price. 

Mr. Stupak. Okay. There was a document that was just handed 
in front of you and it is part of the record. Right there by your 
name plate there. If you could take a look at it. It goes — it states: 
As a result, USEC has been selling natural uranium stocks re- 
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ceived through privatization and conversion services to raise cash 
to sustain itself. 

This is about the third paragraph, last line. 

Natural uranium prices have as a result fallen to new lows de- 
spite the March 1999 U.S. -Russian Transfer Agreement intended to 
shore up the natural uranium tract of the HEU Agreement. 

Is that an accurate statement? 

Mr. Moniz. Yes, again I would just add it is not the only driver 
of the prices. 

Mr. Stupak. Let’s read on here a little hit. It says the Russians 
feel like they don’t have to reduce their returns to henefit USEC 
stockholders, so it wouldn’t give USEC a lower price on SWUs this 
year. Is that also correct? 

Mr. Moniz. I cannot confirm the Russian attitude. This was an 
analysis done. 

Mr. Stupak. That’s what it says in the next paragraph there; 
right? 

Mr. Moniz. Yes, hut this was one person’s analysis. 

Mr. Stupak. DOE analysis. 

Mr. Moniz. Correct. All I’m saying is I don’t know if it correctly 
reflects the Russian view. 

Mr. Stupak. Or DOE is not correct? 

Mr. Moniz. It could he. This is an analysis. 

Mr. Stupak. Okay. Let’s get down to the bottom line of USEC’s 
bailout proposal as DOE saw it. The USEC wanted $200 million or 
USEC would withdraw as the executive agent under the HEU 
plant and — quoting now — in addition, USEC might choose to close 
the Portsmouth, Ohio, plant in the near term. This would save the 
company approximately $113 million per year, but would cause un- 
employment for 1,500 people that were provided some assurances 
or reassurance in a 1998 Treasury agreement that they would be 
employed through 2004. 

So either USEC gets $200 million, or 1,500 people are out of 
work and the government has no executive agent. That basically 
was the proposal and that’s the way it was analyzed there; right? 

Mr. Moniz. That was one analysis presented. You are certainly 
correct that at that time, people 

Mr. Stupak. That is one analysis by DOE; right? 

Mr. Moniz. Correct. 

Mr. Stupak. That sounds a bit like blackmail, doesn’t it? Either 
you give us $200 million or we close down this plant and 1,500 peo- 
ple are unemployed. 

Mr. Moniz. USEC made an argument in terms of statements 
about spot market prices versus HEU Agreement prices and from 
that calculated $200 million. 

Mr. Stupak. Or 1,500 people are laid off. 

Mr. Moniz. Sir, I am certainly not aware — I am personally not 
aware of that statement ever having been made. 

Mr. Stupak. But you cannot close a plant before 2005 unless 
there is a significant event; right? Is that the agreement? 

Mr. Moniz. Correct. That is part of the Treasury agreement; yes, 
sir. 

Mr. Stupak. And now we get this proposal or analysis that was 
made — and I guess it was made at the White House — dated No- 
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vember 12, 1999, stating that the bailout would protect, “continued 
plant operations that otherwise would be in jeopardy in Ohio and 
Kentucky.” What would be a significant event which would lead to 
the closure if you have assurance it is going to be open until 2005? 

Mr. Moniz. Actually, Mr. Gensler may want to answer that. 
There are a set of conditions spelled out in the Treasury agreement 
as to what would constitute such a significant event. They are well- 
defined financial benchmarks. 

Mr. Stupak. Okay. 

Mr. Gensler. The concept was that which might go to the viabil- 
ity of the organization. And they were reductions of earnings to cer- 
tain levels, reductions of SWU pricing to certain levels or operating 
margins, and as we have talked about here 

Mr. Stupak. Have any of these significant events occurred yet? 

Mr. Gensler. As I said in my prepared remarks, we informed 
USEC in January that if they thought there was a significant 
event, they should so notify us. They haven’t notified. 

Mr. Stupak. They have noticed you of any significant event? 

Mr. Gensler. They have not done so. 

Mr. Stupak. Is their credit rating below what it should be, the 
investment credit? 

Mr. Whitfield. Mr. Stupak, if you would finish up this question, 
then we will move on to Mr. Strickland. 

Mr. Stupak. Oh, I’m sorry. 

Mr. Gensler. I think if the question is — let me just state factu- 
ally as I understand it, that in early February, as noted earlier by 
one of my administration colleagues, was downgraded by Moody’s 
and S&P. Each of those downgrades, as was currently stated on the 
record, are noninvestment great. 

Mr. Stupak. So in your agreement that is a significant event? 

Mr. Gensler. Again, we have not been notified as such by 
USEC, and we think it is really, as we said in January, incumbent 
upon them to come to us and tell us their thinking if they are so 
considering such an action. 

Mr. Stupak. That is one of the events in that agreement. Right? 
That’s one of the significant events in the agreement, yes or no? 

Mr. Gensler. The agreement does list noninvestment grade rat- 
ing as you so suggest. 

Mr. Stupak. Th^ank you. 

Mr. Whitfield. Mr. Strickland. 

Mr. Strickland. Mr. Gensler, is there anything in the Treasury 
agreement that requires USEC to notify Treasury that a significant 
event has occurred? 

Mr. Gensler. We believe that they do have that obligation. We 
so put them on notice in January with regard to that. 

Mr. Strickland. If they have got that obligation and one of the 
conditions had been met, then who has got the responsibility for 
pursuing this? Under the terms of the agreement, who has an obli- 
gation to determine a significant event has occurred? 

Mr. Gensler. The terms of the agreement are that they have an 
obligation to keep those plants, both plants open till 

Mr. Strickland. How do they inform you of that? 

Mr. Gensler. I think there are many ways they can inform us. 
They haven’t sought any of those ways 
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Mr. Strickland. Then are we assuming that USEC 

Mr. Gensler. [continuing] ways to inform us if they were so con- 
sidering taking it to their board. 

Mr. Strickland. Then can we assume — and as the Treasury De- 
partment, I think you have an obligation here. Can we assume that 
USEC is not meeting their obligation to inform you that a signifi- 
cant event has occurred if a significant event has occurred and we 
all know it has? Come on, we can read. 

Mr. Gensler. I actually have to say there are two components 
of it. Whether they are considering and taking to their board such 
dramatic action that I know this committee, we are all very inter- 
ested in, and the question of significant event. They have not in- 
formed us of either of those. 

Mr. Strickland. If they inform you that such an event has oc- 
curred, will you commit to us that you will investigate whether or 
not Morgan Stanley’s recommendation was followed by USEC’s 
management in manipulating circumstances so that such an event 
would occur? 

Mr. Gensler. I would say that if such time comes that they in- 
form us, that we will look at all relevant factors at that point in 
time. To your earlier question, sir, as I recall from the earlier 
panel, I would say that I think it would be quite a risky path for 
any company to take, but particularly this company and quite an 
unusual a path to take to try to 

Mr. Strickland. Don’t you think it is interesting that Morgan 
Stanley would put in writing such a recommendation? I assume 
that would be unusual for a company like Morgan Stanley as well, 
but they obviously have. I don’t think it would be unusual for us 
to presume that tlSEC may have taken advice from Morgan Stan- 
ley since Morgan Stanley was intricately involved in advising over 
the entire privatization process having received multiple, multiple, 
multiple millions of dollars; and Morgan Stanley has been very 
public in saying they think that USEC needs to close one of the two 
plants. It seems to me there is a relationship, some relationship be- 
tween USEC and Morgan Stanley. 

I have a series of questions that I think you could answer yes 
or no. Were you aware that administration officials, including Dr. 
Stiglitz, opposed privatization based on national security concerns? 
Just a yes or no answer if you would. 

Mr. Gensler. I was aware of that. 

Mr. Strickland. Were you aware of concerns raised by Senator 
Domenici in this letter to Secretary Burger raising concerns about 
national security matters regarding privatization? 

Mr. Gensler. I was aware, and I know that the national security 
part of the administration did a thorough review of those matters. 

Mr. Strickland. Did it surprise you that USEC showed up last 
fall asking for a $200 million bailout or threatening to possibly 
walk away from the executive agent status? 

Mr. Gensler. I would say that I was very encouraged that on 
December 1 — they stayed with that status — that they tried to nego- 
tiate or bring to Congress their private sector concerns. I think we 
are fortunate that they stayed with that agreement even though 
Congress saw fit to move forward without giving them that money. 
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Mr. Strickland. Were you responsible as a senior official of the 
administration for advising the tJSEC board on national security 
issues before privatization? 

Mr. Gensler. No, I was not. 

Mr. Strickland. I have a copy of a transcript here in which 
Chairman Rainer — this was immediately before privatization — in 
reaction to questions raised by Mr. Burton, who was one of the 
board members, regarding being briefed by the NSC in regard to 
the matters raised by Senator Domenici and others and I quote 
from Mr. Rainer in response to Mr. Burton, “I gave you some infor- 
mation saying that I talked to Gensler and they are prepared to 
move ahead. Can’t you derive answers from that? Don’t you have 
the ability to derive answers from the fact that Gary Gensler said 
senior people in the administration had been all over this thing for 
days and days and days and we should take confidence in the fact 
that they are expecting us to move ahead with privatization?” 

Was Mr. Rainer inaccurate in describing his conversation with 
you regarding these national security matters? 

Mr. Gensler. With all respect, I am not sure what the context 
of that conversation was in the meeting that you are referring to. 

Mr. Strickland. Well, Mr. Burton was raising questions and Mr. 
Burton was asking that before privatization the board be briefed on 
these national security matters, and his request for such a briefing 
was denied. Does this seem improper to you that on a five-member 
board before such a momentous decision to privatize this industry, 
when one of the five board members asked for a national security 
briefing before that final decision was made that that board mem- 
ber would be denied getting such a national security briefing? Does 
that seem appropriate? 

Mr. Gensler. The role of Treasury was to review; and as I said, 
we were very much in touch with the national security part of the 
administration, the National Security Council, the NSC, the State 
Department, CIA, Department of Energy on these matters. The 
board deliberations as Congress had set up were separate from the 
deliberations. We were not — I was not party to that board meeting 
that you are referring to. And if board members requested that, it 
was certainly amongst the board members. This would be the first 
time I would be familiar with that. 

Mr. Strickland. I would hope you would feel disappointed to 
know that Mr. Rainer was using a conversation that he had had 
with you as a way of denying such a briefing. 

One further question, if I could, Mr. Chairman. Mr. Gensler, I 
think you say in your testimony that privatization occurred as a re- 
sult of the unanimous vote of the board, and I think it is important 
for us to understand that on that five-member board, three mem- 
bers voted to privatize, one member abstained, and one member 
voted no. This was a decision that was made in a confiictual atmos- 
phere, and it was an important national security decision; and it 
seems to me that it was pushed forward, national security concerns 
were put by the wayside and even a Senator, even a Senator writ- 
ing a letter raising national security concerns was, for all practical 
purposes, just ignored in order to get this privatization taken care 
of as quickly as possible. 
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Mr. Gensler. If I could just respond to help out a bit. If I in any 
way left you with the wrong impression, I didn’t mean to. The vote 
of the board in June 1998 on whether to move forward with the 
privatization through the initial public offering or the leverage 
buyout proposal was actually a unanimous vote. I think the vote 
that you are referring to was on the pricing, on the day of the pric- 
ing when the road show had been completed after about a month, 
at that point in time, which was the split vote. 

Mr. Strickland. Thank you. 

Mr. Whitfield. Thank you. I have a couple of more questions, 
and then Mr. Stupak and Mr. Strickland if you have a couple more, 
and then we will dismiss this panel. 

Mr. Moniz, October 27, 1999, Mike Telson, this is in document 
17, has a memorandum to the Deputy Secretary. This is in conjunc- 
tion with USEC’s request for a $200 million appropriation from the 
government because of the money that they calculated they were 
losing by implementing the agreement with the Russians. In this 
document USEC calculates what it would cost them to enrich 
5,500,000 SWU. And then the Department of Energy calculated 
what they thought it would cost them to enrich 5,500,000 SWU. Ac- 
cording to this document, DOE’s calculation was twice per SWU 
what the USEC calculation was. Is it true that you used that docu- 
ment as one of the factors in deciding not to pursue the $200 mil- 
lion appropriation? 

Mr. Moniz. There were several inputs in the discussion at that 
time period, including — this probably comes from the analysis that 
the Department had performed. The analysis that was done, and 
I must stress that was not a validated analysis. In fact they did 
not have access to all of the data from either the corporation or 
from the Department of Energy. This was a group that was famil- 
iar with the industry. We felt we could still learn something from 
that. They clearly came out with results that were quite different 
from some of the USEC analyses. I am not sure if those discrep- 
ancies have been fully resolved, but clearly one of them in the dis- 
cussion involved power issues. 

Mr. Whitfield. Would you agree that USEC is the beneficiary 
of very low kilowatt hour costs? 

Mr. Moniz. We have the government contract which gives them 
a significant amount of very low-cost power, although not all their 
power is low cost and that becomes the issue at the margin. If it 
then goes to much higher cost power, the implications are very, 
very significant. 

Mr. Whitfield. Implications are catastrophic, really. 

Mr. Moniz. One cent per kilowatt hour additional cost translates 
into $25 additional per SWU, so it has a significant impact. 

Mr. Whitfield. Which can be disastrous. 

Mr. Moniz. Right. In the end, the Secretary had some exchanges 
by letter with Mr. Timbers. We performed analyses, had discus- 
sions with the corporation. In the end we clearly came to the con- 
clusion that the HEU Agreement was an asset for USEC, and 
again all I can say is that their decision, presumably a business de- 
cision in my view, supports the idea that it is a net asset. 
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Mr. Whitfield. Mr. Gensler, if USEC tomorrow made the an- 
nouncement that they intended to close the Paducah plant or the 
Portsmouth plant, what would Treasury do? 

Mr. Gensler. Well, I think under our arrangements, they need 
to come to us before they make such announcements. We have put 
them on notice of that, and I think they understand we have had 
dialog with their lawyers on that matter as well. So I think the 
time to talk with Treasury is before such announcement, and they 
have indicated they understand that full well. 

Mr. Whitfield. At this point they have had no discussions with 
you about this. 

Mr. Gensler. That is right. 

Mr. Whitfield. Mr. Stupak. 

Mr. Stupak. Thank you. Mr. Moniz, do you think the conversion 
industry in the United States should be eliminated? 

Mr. Moniz. No, I don’t. 

Mr. Stupak. Then ConverDyn, should they just go out of busi- 
ness sooner rather than later then? 

Mr. Moniz. I have no basis to judge that. Certainly, I realize the 
conversion prices have fallen by more than a factor of two. 

Mr. Stupak. I want to discuss a little bit about that because the 
president of the Uranium Producers of America is going to testify 
later today that DOE’s transfer of an equivalent of 11.6 million 
pounds of uranium through USEC with no restriction on when it 
could be sold, plus large amounts of uranium in USEC had accu- 
mulated by underfeeding, have destroyed the domestic uranium 
market as uranium is being sold at less than the cost of producing 
it. As you know, USEC has been actively selling its uranium inven- 
tory to generate short-term cash and earnings and the price has 
fallen. Do you agree with this analysis? 

Mr. Moniz. Certainly, that USEC has sold substantial amounts 
of uranium is a fact. As I said earlier, that has certainly been one 
of the factors in driving down the prices and causing the soft mar- 
ket. 

Mr. Stupak. Do you think Congress intended the domestic ura- 
nium industry should pay for the privatization of USEC? 

Mr. Moniz. Well, as stated earlier, first of all, the transfers of 
the Department’s uranium to USEC upon privatization, first 56 
percent flowed directly from EPAct. The remainder is authorized in 
the privatization act and counterbalancing that, the USEC Privat- 
ization Act was 31 million pounds of the total 73 million pounds 
of DOE uranium. Countervailing that, is that DOE has taken — in 
the context of the HEU Agreement 58 million pounds off the mar- 
ket. 

Mr. Stupak. But it hasn’t lifted the price that much, though. 

Mr. Moniz. It certainly has not. 

Mr. Stupak. Apparently DOE and no one else knew that USEC 
had accumulated over 30 million pounds of uranium that it could 
sell without restrictions prior to privatization and that those sales 
would be pressed to markets. So why did DOE transfer uranium 
without restrictions on the sale? 

Mr. Moniz. Roughly half of the uranium transferred had restric- 
tions or its entry into market. 
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Mr. Stupak. How about the other 30 million? No one knew about 
it? 

Mr. Moniz. I don’t know that in detail. I could get back to you 
for the record. 

[The following was received for the record:] 

From 1993 through 1998, the Department of Energy transferred about 172 mil- 
lion pounds of uranium in the form of natural uranium hexaflouride to USEC in 
order to meet requirements under the Energy Policy Act of 1992 (EPACT) and the 
USEC Privatization Act. Of the total 172 million pounds transferred, approximately 
99 million pounds was customer-owned uranium. The remaining amount, of approxi- 
mately 73 million pounds represents the Department’s transfers of its uranium to 
USEC. 

Forty-two million pounds or about 57 percent of the total DOE transfers of 73 mil- 
lion pounds was restricted by law or agreement in terms of the manner in which 
it can be introduced into the uranium market. While the 31 million pound difference 
was not market-restricted, the majority of it — about 22 million pounds — represented 
the Department’s working inventory for non-government operations and became 
USEC Inc’s initial working inventory. The transfer of the working inventory — a re- 
quirement under the EPACT — occurred in 1993 and was the subject of a 1994 re- 
view by the General Accounting Office that concluded that the initial transfers had 
been completed consistent with the requirements of the EPACT. Another 0.9 million 
pounds of doe’s working inventory was transferred in 1995. The remaining 7 mil- 
lion pounds in uranium inventory transfers were accomplished over the next several 
years to satisfy other requirements of the EPACT. A table showing the transfers of 
uranium inventories follows: 


Document 


EPACT TRANSFERS. 

Determination Order (interim) 

— customer owned uranium 

— government owned working inventory 

Subtotal, uranium initially transferred 

Memorandum of Agreemenf (MOA) 

— HEU (USEC receives blended down LEU) 

Defermination Order (final) 

— adjusfmenf for acfuals in governmenf owned working inventory 

Amendment to MOA FY98-1 

— Natural and low enriohed uranium 

Amendment to MOA FY98-2 

— correction in amount of HEU expeoted to be recovered by USEC 

Total, uranium transferred to meet EPAct 

USEC PRIVATIZATION ACT TRANSFERS. 

Memorandum of Agreement 

— 50 Metric Tons of HEU (To be delivered 1999-2004) 

— 7,000 Metric Tons of Natural 

Total, uranium transferred to meet USEC Priv. Act 

Total, uranium transferred to USEC 

Less: customer owned uranium (transferred 7/1/93) 

Net, uranium transfers from DOE to USEC 


Quantity of 
Uranium 

Date MTU (Millions of 

lbs. of UsOa, 
equivalent) 


7/1/93 

37,982 98.75 

8,800 22.88 



46,782 

121.63 

12/15/94 

2,400 

6.24 

11/21/95 

340 

.88 

5/15/98 

14,253 

111.06 

5/15/98 

208 

.54 


53,983 140.35 


4/21/98 


25.000 212.97 

27.000 218.20 


12,000 

31.17 

65,083 

171.52 

-37,982 

-98.75 

28,001 

72.77 


ritie MOA restricts the introduction of tire uranium into the market to not less than 4 years and no more than 35 percent in any one year. 
A Secretarial Determination of No Material Adverse Impact covering this transfer was signed by Secretary Pena on May 15, 1998. 

2The USEC Privatization Act and the MOA restricted the introduction of the uranium into the market such that no more than 10 percent of 
the uranium could enter the market each year after 1997 or 4,000,000 pounds, whichever is less. The Act exempts this material from the 
Secretarial Determination requirement. 


Mr. Stupak. That is the problem. No one knew about it before; 
and it sounds like you know the answer, but you are not telling us. 
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Mr. Moniz. No. I will tell you anything I know. I am afraid I 
don’t know specifically about this 30 million pounds. Again, over 
half of the uranium transferred had very clear restrictions on sale 
into the U.S. market. The other issue, of course, is that within the 
restriction on their uranium sales, one certainly anticipates they 
would also make business decisions in terms of the overall market. 
And also I should add some of those sales have come from overseas. 

Mr. Stupak. But they need cash so they are selling at less than 
market value and really hurting the domestic industry because 
they got it basically for free? 

Mr. Moniz. I would say that in the privatization, there was a 
rather complex set of assets and responsibilities transferred. Part 
of it was inventories. Part of it was the power contracts. There 
were also responsibilities in terms of the restrictions on employ- 
ment, the restrictions on the operation of the plant. 

Mr. Stupak. They basically got the uranium for free. 

Mr. Moniz. It was a transfer of assets and responsibilities that 
was judged in the private sector. 

Mr. Stupak. Was there monetary paid to the U.S. Treasury for 
that uranium end responsibility? 

Mr. Moniz. It was one of the assets in the privatization, and 
Treasury received $1.9 billion total when this private sector judged 
the set of assets and responsibilities. 

Mr. Stupak. They dump it when they want, drive down the pri- 
vate industry and the private market, and that is what we are ex- 
periencing now; and that is what the next testimony will be. 

Mr. Moniz. Some unrestricted and some restricted uranium. 

Mr. Stupak. Thank you, Mr. Chairman. 

Mr. Whitfield. Mr. Strickland. 

Mr. Strickland. Thank you. Mr. Gensler, just one more ques- 
tion. Is USEC legally obligated to inform you that a significant 
event has occurred; and if USEC chooses to close a plant without 
informing you, is there any legal reason why they should be re- 
quired to inform you? Is there anything in the Treasury agreement 
that legally binds USEC to inform Treasury that a significant 
event has occurred? 

Mr. Gensler. Let me say again I am sorry because that was our 
counsel. We think that it is most definitely implied in our contract. 
We so informed them in our dialogs with them counsel to counsel. 
They have understood that and as I said earlier haven’t come to 
us at this point in time, but there has been no debate when we 
have talked to them about that. 

Mr. Strickland. I guess my response would be this is an impor- 
tant transaction, and I would hope that there would have been 
some with all due respect to your legal counsel someone associated 
with Treasury that would know how to write a binding legal con- 
tract which would have made such an obligation very clear. 

Dr. Moniz, one of my favorite people as a matter of fact. 

Mr. Moniz. Thank you. 

Mr. Strickland. This is my question. Under Public Law 104- 
134, the USEC Privatization Act section 3108, which deals with the 
effect of the transfer of contracts, isn’t it true that the Government 
remains obligated to the parties — and by parties I mean customers 
or consumers with whom USEC contracts — even if USEC breaches 
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these contracts so that in effect the Government is the guarantor 
who is on the hook for any of USEC’s actions? 

Mr. Moniz. As you know, I am not a lawyer; and I would like 
to clarify this to make sure it is correct. I believe this is correct 
that we have a liability there. 

Mr. Strickland. So these provisions basically relieve USEC of 
any 

Mr. Moniz. If I may add. Yes, sir, unless the contracts are 
changed. 

Mr. Strickland. So these provisions relieve USEC of any ulti- 
mate accountability to those with whom they contract? 

Mr. Moniz. Well, presumably to run a viable business at least, 
they would want to be honoring their contracts. 

Mr. Strickland. Well, other scenarios where they may for some 
reason choose not to continue to operate a viable business. 

Mr. Moniz. It is not for me to speculate on that at the moment. 
Again, I would just repeat that from our perspective, I think there 
are three critical public equities for us to pay attention to and quite 
frankly be concerned about: the operation issue, the security of sup- 
ply issue, and the commitments to the communities and workforce 
in Paducah and Portsmouth. 

Mr. Strickland. The reason I raise the question with you, be- 
cause we say privatization was something that was widely sup- 
ported and a good thing, but at the end of the day it is Uncle Sam, 
it is the taxpayer that ultimately is still accountable for any deci- 
sion that USEC makes; and that is one of the reasons I continually 
find myself asking why privatization. 

Mr. Paperiello, when you make your analysis, will the Russian 
material be counted as supply in determining a reliable supply of 
enrichment during your review of these matters? 

Mr. Paperiello. I don’t know. I mean, I am sure people on my 
staff do. I just don’t know. 

Mr. Strickland. It seems to me that if the requirement is to 
have a reliable domestic supply that we ought not to be able to 
count as a part of that supply material coming in from a foreign 
source subject to changes within the Russian Government or any 
number of other circumstances. Will you investigate that question 
and provide us with an answer? 

Mr. Paperiello. Yes, sir. 

[The following was received for the record:] 

In NRC’s financial review, we are looking at business plans, contracts, and other 
related documents in order to conclude whether USEC will have the ability to con- 
tinue operating and thus provide a “reliable and economical source of domestic en- 
richment services.” With respect to contractual commitments, uranium downblended 
by Russia from the HEU Agreement once it has entered the U.S. market will be 
considered as a non-domestic source for filling USEC contractual commitments. The 
financial effects on USEC of the requirement for it to be the Executive Agent for 
the Russian HEU Agreement will be reflected in USEC’s financial projections and 
will be a part of our review. 

Mr. Whitfield. Mr. Strickland, one more question. I would like 
to remind Mr. Paperiello, emphasize that we very much would like 
to have an answer to that question. 

Mr. Paperiello. Yes, sir. 

Mr. Strickland. One final question quickly. If after you do your 
analysis, which I am sure will not be made available public, but 
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you will submit this analysis to the commission, if your findings 
are such that you are unable to tell the commission that USEC in 
your judgment as a result of your analysis is unable to continue to 
be a reliable supplier of domestic product, what are the choices 
that face the commission under the law? 

Mr. Paperiello. I think our major option is to inform the admin- 
istration and the Congress. If you think of our authority, I can re- 
voke or suspend the certificate. That would mean the plant couldn’t 
operate. So, therefore, you wouldn’t have a domestic supply. As a 
regulatory safety agency, we are sort of in a — this is an unusual 
situation for us to be in. 

Mr. Strickland. That is why I think it is important for this com- 
mittee and for this Congress to understand that if you reach such 
a determination and you cannot legally license or certify these 
plants for continued operation, the only reasonable thing to happen 
in my judgment is for this government to once more assume owner- 
ship and control of this industry because we cannot allow these 
plants simply to continue to cease functioning. And I just point 
that out because I think that could be a very real possibility and 
that as a government, as I said earlier, we cannot allow this indus- 
try to fail; but we can allow this corporation to fail. 

Thank you, Mr. Chairman. I turn back my time. 

Mr. Whitfield. I want to thank this panel for your statements 
and answering our questions. We may have some additional ques- 
tions that we will get to you and would hope that you would re- 
spond to those in writing. This panel is dismissed. Thank you very 
much. 

I will now call the third panel: Mr. James Graham, president of 
ConverDyn; Dr. Shelby Brewer, president of S. Brewer Enterprises; 
Mr. Richard Miller, policy analyst for PACE International; Mr. 
Mark Stout, vice president. Uranium Producers of America; and 
Dr. Joseph Stiglitz with the World Bank. 

The Chair would advise each of you that under the rules of the 
House and rules of the committee, you are entitled to be advised 
by counsel. Do any of you desire to be advised by counsel during 
your testimony here today? The anticipated response is no. In that 
case, if you would please rise and raise your right hand, I will 
swear you in. 

[Witnesses sworn.] 

Thank you all very much for being with us this afternoon. We 
genuinely appreciate your coming to testify. All of you are well 
versed on this issue, and we look forward to your testimony. Mr. 
Graham, if you would like to start. 

TESTIMONY OF JAMES J. GRAHAM, PRESIDENT, CONVERDYN; 

MARK STOUT, VICE PRESIDENT, LAND AND MARKETING, 

URANIUM PRODUCERS OF AMERICA; SHELBY T. BREWER, S. 

BREWER ENTERPRISES, INC.; JOSEPH E. STIGLITZ, WORLD 

BANK; AND RICHARD D. MILLER, POLICY ANALYST, PACE 

INTERNATIONAL 

Mr. Graham. Mr. Chairman and members of the subcommittee, 
my name is Jim Graham; and I am the president and CEO of 
ConverDyn, and I would like to thank you for the opportunity to 
participate on behalf of the U.S. domestic conversion industry. For 
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the sake of brevity, I have submitted my written testimony and 
will speak along some key issues and points for our business and 
really would state that the situation of the conversion industry 
today is one of desperation. This should be a time of optimism be- 
cause in 1999 the U.S. industry elevated their record output of 
electricity from the nuclear industry to over 23 percent. But in- 
stead we may be witnessing a demise of the conversion industry 
and of the nuclear fuel cycle here in the United States. 

ConverDyn is the sole provider of conversion services in the 
United States. Conversion is just a chemical process of converting 
U308, an oxide and UF6, a gas. It is a small component, less than 
4 percent of the nuclear fuel cycle cost; but it is a critical compo- 
nent in the fuel cycle. Our facility in Metropolis, Illinois, is the only 
facility as I mentioned and represents 60 percent of the conversion 
capacity in North America. We are one of five in the world. The fu- 
ture of the facility and the 350 remaining workers and more impor- 
tantly a secure domestic supply of nuclear fuel for the U.S. indus- 
try today is in doubt. Primarily two actions by the U.S. Govern- 
ment has placed our industry in peril: first, the HEU Agreement 
between the governments of the United States and Russia and, sec- 
ond, the privatization of the U.S. Enrichment Corporation. 

The HEU Agreement was fully supported by ConverDyn and its 
parent companies, and we continue to support that agreement 
today. The second, privatization of U.S. Enrichment Corporation, 
occurred almost simultaneously with the HEU Agreement. The key 
point here, had, one, the HEU Agreement been signed and sup- 
ported by all, the industry today would be okay in our opinion. But 
simultaneously these two events and aggressive action of mar- 
keting the material transferred to U.S. Enrichment Corporation 
has basically put our industry at peril. An example is the HEU 
Agreement. Over the next 15 years, the annual amount of conver- 
sion services delivered into the United States is almost the same 
output from our conversion facility in Metropolis, Illinois. 

Unfortunately, the commercial fuel created by the HEU Agree- 
ment is sold primarily into the United States market. It has not 
in Europe. las not in Asia. It is all in the United States. For 50 
years the U.S. Government has been a good participant in the U.S. 
nuclear industry but never as a competitor. With the privatization 
of the U.S. Enrichment Corporation, a competitor to both the con- 
version industry and the uranium industry was created overnight. 
This company at privatization had an inventory in excess of 28,000 
metric tons of conversion services. This is the equivalent of almost 
3 V 2 years of output from our facility. Their cost basis of this mate- 
rial was basically zero. There is no cost basis. 

I have an interesting chart that I would like to show to illustrate 
the points of our industry, if I may. This first chart shows the de- 
cline in price for the conversion services over the last 3 years. You 
can see the decline in the last 2 years were very dramatic; and you 
can see the events, privatization of the U.S. Enrichment Corpora- 
tion and the HEU Agreement, both impacted. 

The next chart shows the annual sales, forward sales for 
ConverDyn; and you can see that two occurrences, primarily the 
U.S. Enrichment Corporation, you can see the decline in our for- 
ward sales as an industry in the United States. The next chart 
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shows the same period of time that the sales from the U.S. Enrich- 
ment Corporation of their uranium and conversion into the market- 
place. This information is obtained from their own annual reports, 
10-Ks, 10-Qs, and public information. It is this decline in our own 
business sector and a growth of the new competitor that is basi- 
cally putting our industry in peril. 

The continued loss of ConverDyn of sales from this aggressive 
government-created competitor may make it uneconomical for us to 
continue. We estimate at the current rate of sales by the U.S. En- 
richment Corporation that their inventory may be exhausted in 3 
to 4 years. The problem is ConverDyn and our facility in Metropo- 
lis, Illinois, may not survive that long. We are in this business to 
make money and to survive. In the future if we are gone, the need 
will be there for conversion but the Metropolis plant may not be. 
So, Mr. Chairman, the combination of these two sources of conver- 
sion services, the Russian HEU and the transfers of material from 
DOE, is a burden that the sole U.S. domestic supply of conversion 
services cannot bear. Without relief, the demise of our industry is 
very likely. Thank you. 

[The prepared statement of James J. Graham follows:] 

Prepared Statement of James J. Graham, President and CEO of ConverDyn 
ON Behalf of the Domestic Uranium Conversion Industry 

Mr. Chairman, and Members of the Subcommittee, my name is Jim Graham and 
I am the President and CEO of ConverDyn. I would like to thank you for the oppor- 
tunity to speak before you today on behalf of the U.S. domestic uranium conversion 
industry. The situation for the uranium conversion industry is one of desperation. 
In 1999, nuclear power generated a record twenty three percent of the electricity 
output for the United States. This should be a cause for optimism, but instead we 
may be witnessing the end of the domestic nuclear fuel cycle industry. 

ConverDyn is the sole manufacturer in the U.S. uranium conversion industry. 
Conversion is the chemical process by which the form of uranium is changed from 
U308 to UF6 and is a small (representing less than 4% of the fuel cycle cost) but 
critical chemical step in the production of nuclear fuel for electric power production. 
Our facility in Metropolis, Illinois is the only such production facility in the U.S. 
and represents approximately 60% of the conversion capability that exists in North 
America. The future of this facility, its 350 remaining workers, and more impor- 
tantly a secure domestic supply of nuclear fuel for the U.S. industry are in doubt. 

Unfortunately, there have been two actions by the U.S. government, which have 
placed the future of this facility in peril. The first was the agreement between U.S. 
and Russian governments (the HEU Agreement) to turn former Soviet nuclear 
weapons into fuel for commercial reactors. ConverDyn and its affiliated parent com- 
panies supported and continue to support this effort. The second was the privatiza- 
tion of the United States Enrichment Corporation. These occurred almost simulta- 
neously in the U.S. and placed undue burden on the domestic industry. One of these 
events could have been dealt with in the normal commercial environment, but both 
events together have forced the domestic uranium conversion industry out of bal- 
ance and at great risk of being eliminated. 

The HEU agreement will turn former Soviet nuclear weapons material into com- 
mercial nuclear fuel for the next 15 years. This creates an annual quantity of nu- 
clear fuel in the U.S. nearly equal to the yearly output of the Metropolis facility. 

U.S. & Russia HEU Agreement 

Delivery Schedule vs ConverDyn Production 
(MTU @ UFe) 


Year 


gLRussian 


ConverDyn 


1996 

3,636 Actual 

11,600 

1997 . 

5,454 Actual 

11,500 

1998 . 

7,300 Actual 

11,600 

1999 . 

4,545 Actual 

9,300 
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U.S. & Russia HEU Agreement — Continued 


Delivery Schedule vs ConverDyn Production 
(MTU @ UFe) 


Year 


gLRussian 

ConverDyn 

2000 

9,100 Projected 


9,300 

2001 

9,100 Projected 


9,300 

2002 

9,100 Projected 


9,300 

2003 

9,100 Projected 


9,300 


The reduction of nuclear weapons is a cause that should be supported economi- 
cally by the entire country. Unfortunately, the commercial nuclear fuel created by 
the HEU program is sold into the U.S. market to the detriment of the established 
commercial processing facilities, such as the Metropolis facility. 

However, the HEU agreement by itself would not have significantly impacted the 
domestic industry. It was the subsequent privatization of the United States Enrich- 
ment Corporation (USEC) that has placed the domestic uranium conversion indus- 
try at risk. 

For more than fifty years, the U.S. government has been a participant in the U.S. 
nuclear industry, but never as a competitor. Almost overnight, the U.S. government 
created a new competitor in the U.S. for uranium and conversion companies as a 
result of this action. Specifically, the privatization of USEC created a private com- 
pany whose primary liquid asset is the 28,000 plus metric tons equivalent of UFO 
transferred at privatization by DOE. This is the product of ConverDyn and as such, 
does not require conversion. USEC was privatized with enough former U.S. govern- 
ment inventory to replace almost three years of production from the Metropolis fa- 
cility. 


USEC Inventory At Privatization 

(MTU @ UFe) 


Year 


USEC 


ConverDyn 


1998 28,000+ 11,500 

1999 ? 9,300 

2000 ? 9,300 

2001 ? 9,300 


Public documents from USEC indicate that this former U.S. government inventory 
is being sold aggressively to the commercial nuclear industry as direct competition 
to the Metropolis facility contrary to what the government intended in the Privatiza- 
tion Act of 1996. (Attachment 1). 

The USEC UF6 inventory has no cash cost and since privatization, USEC has 
been aggressively selling their inventory and obtaining a significant portion of con- 
version market share and revenue from the industry. Continued loss of sales by 
ConverDyn to this aggressive government created competitor may make it uneco- 
nomical to continue to maintain the Metropolis facility. We estimate that at the cur- 
rent rate of sale, this inventory will be exhausted in approximately 3 to 4 years. 
At that time conversion services from a facility like Metropolis will again be needed 
by the U.S. nuclear industry. However, unless some action is taken in the interim, 
the ConverDyn facility is likely to be shut down. Attachment 2 of this statement 
describes proposed remedies. 

Mr. Chairman, the combination of these two sources of conversion services — Rus- 
sian HEU imports and USEC transfers from DOE — is a burden that the sole U.S. 
domestic provider of primary uranium conversion services cannot bear. Without re- 
lief, the demise of the only domestic conversion provider, ConverDyn, is likely! 

BACKGROUND 

What is uranium conversion and what is its role in nuclear power? 

Uranium conversion is a process of chemical transformation by which natural ura- 
nium concentrates in the form of U308 are converted to natural uranium 
hexafluoride (UF6). Uranium conversion is one of the four major steps in the pro- 
duction of nuclear fuel. These steps are components of the nuclear fuel cycle illus- 
trated herewith. 
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1. Uranium Production — Uranium is a naturally occurring element in the 
earth’s crust. When sufficiently concentrated by natural physical and chemical 
forces, it may be economic to mine the ore by open-pit, underground methods. Ura- 
nium is typically recovered from the ores by alkaline or acid leaching. Uranium is 
also produced by in-situ leaching and as a by-product of phosphate fertilizer, gold, 
and copper. The final product of uranium mining and processing is usually a mix- 
ture of uranium oxides referred to as either natural uranium concentrates, U308, 
or “yellowcake.” Natural uranium concentrates contain 0.711 percent 235U, the ac- 
tive isotope in the nuclear process. The remaining 99.3 percent is the inactive iso- 
tope 238U. 

2. Uranium Conversion — Natural uranium concentrates in the form of UsOg are 
converted to natural uranium hexafluoride (UFe) in order to provide an appropriate 
feed material for the next step in the nuclear fuel cycle: enrichment. The conversion 
process includes feed preparation, reduction with hydrogen to UO 2 , hydrofluorina- 
tion to UF4, fluorination to UFe, which is a gas at moderate temperatures and puri- 
fication. Uranium in this form retains the natural isotopic concentration of ^ssu of 
0.711 percent. 

3. Uranium Enrichment — Enrichment is a process of concentrating the 235 ^ iso- 
tope to higher levels of 3 to 5 percent in order to increase the efficiency of the fuel 
for nuclear reactors. Concentration of the isotope occurs by molecular weight 
in the gaseous diffusion process used in the U.S. and Europe, as well as in the cen- 
trifuge process used in Russia and Europe. 

4. Fuel Fabrication — Enriched uranium hexafluoride is converted by fabricating 
companies to UO 2 , pelletized, and inserted into zirconium alloy tubes which are 
then combined into bundles of nuclear fuel. 

Each of these steps must be completed in order to produce a final product. Each 
step in the production process has a different character, different participants, dif- 
ferent regional distribution, and a different value. These characteristics are referred 
to as the “Industry Value Chain.” It is notable that most of the world’s nuclear fuel 
cycle participants are foreign-owned, yet the U.S. is the world’s largest user of nu- 
clear fuel with over one hundred operating nuclear units. 

Impact of HEU Agreement and USEC Privatization. 

The sole manufacturer in the U.S. domestic uranium conversion industry is 
ConverDyn. Today, ConverDyn is being threatened by two recent actions by the U.S. 
Government: 

1) The U.S. — Russian agreement on the conversion of highly-enriched uranium 

(HEU) in Russian nuclear weapons to nuclear fuel; and 

2) The Privatization of the United States Enrichment Corporation. 

Impact of Russian HEU Agreement — Nuclear warheads contains the same 
three components as nuclear fuel: 1) natural uranium concentrates, 2) conversion 
services, and 3) enrichment services. When the U.S. government devised a plan in 
1995 to subsidize the dismantlement of Soviet nuclear weapons, the enrichment 
services component of those weapons received the bulk of the attention since it ac- 
counts for the bulk of the value.. Unfortunately, this plan failed to fully address the 
disposition of either the natural uranium concentrates component or the conversion 
components. As a government corporation, USEC was appointed as Executive Agent 
for the implementation of this plan. Ultimately, in 1999, an agreement for disposi- 
tion of uranium concentrates was reached between three western, but non-IJ.S., 
companies and the Russian government. This agreement provides a defined struc- 
ture for the disposition of uranium, but, again, no format for the disposition of con- 
version addressed. As a result, conversion is available from a variety of uncontrolled 
sources, which disrupt the stability of the industry. 

The quantity of natural uranium concentrates and conversion services contained 
in dismantled Russian nuclear warheads amounts to approximately 9.1 million kgU 
as UF6 per year. Not all of this material can be sold in the U.S. each year due to 
the existing quota provision, but it is imported physically and is seen by nuclear 
utilities as a vast resource which will provide an abundant supply of uranium, con- 
version and enrichment far into the future. The U.S./Russian HEU agreement pro- 
vides for the enrichment component to be used by USEC. The USEC Privatization 
Act specified that natural uranium concentrates could enter the country only in 
gradually increasing quantities. No limitations of any kind were applied to conver- 
sion services. ConverDyn attempted during the drafting of the Privatization Act to 
obtain the same quota provisions provided to the natural uranium component but 
was advised by the government that we were considered a monopoly. ConverDyn 
protested unsuccessfully that the U.S. market was truly international and that all 
primary conversion providers have access to the available U.S. market. 
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Impact of the USEC Privatization — When USEC was privatized, it received a 
substantial endowment of both uranium concentrates and conversion services con- 
tained in excess of 28,000 metric tons of uranium hexafluoride. This endowment was 
designed to provide USEC with a working inventory, to fund certain clean-up oper- 
ations and to provide sufficient assets to ensure that the privatization process would 
be well received by investors. Both in terms of the privatization process and certain 
of the transfers of material to USEC, some strings were attached to prevent dump- 
ing of USEC products. These strings included limitations on the annual sales of the 
natural uranium concentrates transferred to USEC. No restrictions, however, were 
placed on sales of the conversion services contained in those transfers. 

In its S-1 registration statement of June 29, 1998, USEC published its plans to 
sell most of its inventory between 2000 and 2005. USEC’s CEO Mr. William Tim- 
bers later stated that these sales would amount to less than 10 percent of the world 
requirements. USEC’s major sales arena, however, is the U.S. and 10 percent of 
world requirements equates to approximately 40 percent of U.S. requirements. Even 
worse, a large portion of U.S. requirements for that period have already been filled. 
Hence, there is little or no room for additional sales by others, especially a newly 
created competitor with significant cash needs. Since most of these sales are to be 
in the form of UE6, the U.S. conversion industry is suffering a crippling blow. 

USEC does not seem to understand the impact of sales of this magnitude on the 
nuclear fuel components industries. In a July 27, 1998 letter to the State depart- 
ment, Mr. Timbers stated: “USEC will dispose of natural uranium in a gradual and 
flexible manner so that the company, as well as all participants in the global ura- 
nium marketplace, can benefit from the maintenance of a healthy uranium market.” 
A few months later, Mr. Timbers further stated: “We will dispose of our uranium 
inventory in a gradual market-sensitive manner.” Reality has proven this not to be 
the case. 

Prices Have Fallen — Conversion prices in the spot market fell from $6.00 per 
kgU as UFe in 1997 to $2.45 in early 2000. Primary supply has remained un- 
changed during this period while at the same time consumption has increased 
slightly, but secondary supply from U.S. Government inventories transferred to 
USEC pursuant to the privatization process and from converted Russian nuclear 
weapons has entered the market in massive quantities. Historically, the uranium 
conversion business as been supported by long term contracts. The volume of activ- 
ity in the spot market remained less than ten percent until the early-nineties when 
secondary supplies started to impact the market increasingly. Additionally, long- 
term prices were historically higher than spot prices and did not follow the spot 
market activity until the last several years. The market dynamics created by an ag- 
gressive government-created competitor in the market place has forced the long- 
term market value down and forced the long-term prices to nearly track the spot 
market. 

Sales Have Dropped — The primary conversion sales volume has heen cut to less 
than half of the 1997 level. Aggressive sales at helow market prices by USEC has 
reduced the amount of material sold through the competitive bidding process as util- 
ities obtain more and more material in “Off-market” transactions at discount prices. 

Revenues Have Collapsed — ^As a consequence of reduced prices in combination 
with reduced volume; revenue expectations for the domestic uranium conversion 
company have been cut by a factor of four. 

Unfair Competition — HEU and USEC inventories of conversion services have 
no current cost basis. Uranium conversion services contained in the converted Rus- 
sian HEU were produced by the Soviet Union in the distant past for military pur- 
poses. Conversion services currently being marketed by USEC were produced by the 
U.S. government over the past half-century as strategic and working inventories. 
Primary converters such as ConverDyn, which have current costs for labor, chemi- 
cals and electricity, cannot compete with this supply. These old inventories are val- 
ued at market price and there is no loss to be incurred or reported no matter how 
low the price goes. At present market consumption rates, the USEC UF6 inventories 
will significantly impact the market for another three to four years. 

Importantly, the USEC Privatization Act itself makes it clear that the impact on 
the domestic uranium conversion industry shall be monitored and that action is to 
be taken “to prevent or mitigate any material adverse impact on such indus- 
tries.” 

To date, it is clear that if any such monitoring has been done, it has missed the 
indisputable and devastating impact that the privatization has had on the conver- 
sion industry. In fact, prior to and since privatization, the conversion industry has 
not even been consulted. Further, and almost needless to say, no action has been 
taken to mitigate the impact on our industry. 
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Attachment 2 

POTENTIAL U.S. GOVERNMENT ACTIONS TO SAVE THE DOMESTIC NUCLEAR FUEL CYCLE 

Proposed Remedies — Mitigation of the impact of USEC and/or the HEU UF6 
sales may be easily accomplished by a combination of the following: 

1. Amend the Privatization Act to eliminate unfair competition from conversion 

services contained in converted Russian HEU. Such competition may be miti- 
gated by including conversion services in the already established quota for the 
contained uranium. Such a quota would not impact the implementation of the 
HEU deal; rather it would ensure that resultant materials did not severely im- 
pact the U.S. market. 

2. DOE could purchase the remaining uncommitted portion of the USEC UF6 inven- 

tory for a negotiated market value. This would provide DOE with an asset that 
could be sold later at a greater value and at such time as a Secretarial deter- 
mination could show that release of incremental portions would not have a 
major impact on the marketplace. 

3. Alternatively, DOE could borrow the uncommitted portion of the USEC UF6 in- 

ventory at a negotiated interest rate and return to USEC for sale (not delivery) 
at such time as a Secretarial determination could show that release of incre- 
mental portions would not have a major impact on the marketplace. Such a 
plan preserves the inventory as an asset for USEC, yet provides a means for 
it to earn current revenue. Certainly, just withholding the material from the 
market will increase the asset value and provide for even greater interest pay- 
ments. 

4. DOE could purchase an amount of conversion services for a four-year period of 

time at a negotiated price to assure the viability of the sole domestic uranium 
conversion facility. DOE would be able to sell the conversion at such time as 
a Secretarial determination could show that release of incremental portions 
would not have a major impact on the marketplace. 

Attachment 3 

converdyn: history and facilities 

In November 1992 affiliates of Honeywell and General Atomics formed 
ConverDyn, a 50-50 partnership to more effectively market the uranium conversion 
services provided by Honeywell’s Metropolis, Illinois plant. This facility has operated 
since the late 1950’s. Both Honeywell and General Atomics are U.S. companies that 
have been in existence for more than 50 years. Honeywell is a publicly held corpora- 
tion listed on the New York stock exchange while General Atomics is a privately 
held company. 

ConverDyn’s major activity is the supply of UFe conversion services to its nuclear 
power utility customers worldwide. The major activity at the Metropolis facility is 
the production of UF6 and related services. 

Production Capacity — ^Annual production capacity is 12,700 mtU as UE6. 

History of Production — Metropolis production has increased steadily over the 
years commensurate with our customers’ demands. Production was curtailed to 8.2 
million kgU as UFe in 1999 from 12.7 million kgU due to deteriorating market con- 
ditions. 

Property and Personnel — The Metropolis Works is located on 1,000 acres of 
property with the actual operation occup 3 dng 50 acres with the balance in farms and 
woodlands. Approximately 350 people are employed at the plant; total annual pay- 
roll exceeds $16 million. The Company place strong emphasis on excellence in per- 
formance especially in the areas of safety, environmental and regulatory matters. 
Metropolis Works sets the standard for safety and environmental/regulatory per- 
formance in its industry. Its personal injury record is consistently better than the 
chemical or nuclear industries as a whole, and it enjoys a good relationship with 
all regulatory agencies, including Environmental Protection Agency, Occupational 
Safety and Health Administration, and the Nuclear Regulatory Commission. The 
UEe operation is conducted under NRC License, SUB-526. 

Product Quality and Performance — UF6 production quality is 99.99% and has 
been consistently supplied to all Western enrichment facilities. The Metropolis facil- 
ity was among the first plants to receive ISO-9000 certification at Honeywell. The 
UFe quality assurance program includes formal operating procedures and operator 
training, as well as preventive maintenance for process equipment and assurance 
programs for cylinders and laboratory equipment and instrumentation. 

Mr. Whitfield. Mr. Graham, thank you. 
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Mr. Stout, if you would give your statement. We will try to keep 
these to about 5 minutes. 

TESTIMONY OF MARK STOUT 

Mr. Stout. Mr. Chairman, members of the committee, my name 
is Mark Stout. I am vice president of marketing for Rio Algom Min- 
ing Corporation and president of the uranium Producers of Amer- 
ica. 

Mr. Chairman, Congress has repeatedly recognized the impor- 
tance of maintaining a healthy domestic uranium industry. In the 
1992 Energy Policy Act, Congress mandated that U.S. Government 
stockpiles must not be introduced into the commercial marketplace 
in a manner that would adversely impact the domestic uranium in- 
dustry. That principle was reiterated again in 1996 in the USEC 
Privatization Act. Nevertheless, domestic production has declined 
by 50 percent, and the value of uranium assets worldwide have 
plummeted in the 2 years since USEC was privatized. The prin- 
cipal cause is the Department of Energy has failed to meet their 
congressional mandate to use U.S. Government stockpiles in a 
manner not detrimental to domestic uranium industry. 

Two government initiatives which greatly influenced the precar- 
ious position we find ourselves in today: first, through the Russian 
HEU Agreement, our government has chosen to pay for its non-pro- 
liferation policies concerning former Soviet nuclear weaponry by re- 
quiring the commercial marketplace to absorb this material and 
bear the burden — most of the burden of the cost. Second, in an ef- 
fort to maximize the value of the corporation — of the enrichment 
Corporation when it was privatized, huge government inventories 
were assigned to USEC before the corporation went public. The 
amount of U.S. Government uranium given to USEC is equivalent 
to about 25 times the amount of current domestic production. 

Together these two initiatives have severely depressed the price 
of natural uranium. The depressed price threatens not only the via- 
bility of the domestic uranium industry, but ironically it also 
threatens the Russian HEU Agreement. It was clearly foreseen in 
1995 by sponsors of the USEC privatization that a balance needed 
to be achieved in metering into the U.S. and western markets Rus- 
sian HEU uranium and U.S. Government uranium transferred to 
USEC. 

During 1995 representatives of the domestic uranium industry 
and USEC met congressional staff and DOE to work out a reason- 
able schedule for the sale of Russian HEU and USEC uranium. 
The results of these discussions were incorporated into the 1996 
USEC Privatization Act. The privatization act limited to approxi- 
mately 31 million pounds the amount of uranium to be transferred 
to USEC and restricted annual USEC uranium deliveries in the 
U.S. to no more than 10 percent of the amount transferred or 4 
million pounds, whichever was less. 

In April 1996, President Clinton signed the privatization act. 
Shortly thereafter, USEC began to market uranium far more ag- 
gressively and in much greater quantities than envisioned. The 
USEC SI registration statement filed with the SEC over 2 years 
later revealed publicly for the first time that about two and a half 
times the amount of uranium inventory allowed in the privatize- 
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tion act was to be transferred to USEC and that USEC’s projected 
sales volume would far exceed the limitations set forth in the act. 

After reviewing the surprised disclosures contained in the SI, 
Senator Domenici expressed concern over the impact of the addi- 
tional transfers on both the uranium market and on the Russian 
HEU Agreement. He urged the National Security Council to review 
the impact of these transfers prior to the administration’s decision 
to approve the sale of the enrichment corporation. Shortly there- 
after, Senator Domenici explicitly requested the administration not 
to transfer the excessive uranium to USEC. Senator Domenici’s 
recommendations were not taken. The results of the excessive gov- 
ernment transfers have been production curtailments, mine clo- 
sures, termination of development plans, departure of critical tal- 
ent, layoffs, large asset write-downs and a total cessation of expira- 
tion by every uranium mining company in the U.S. and most over- 
seas, for that matter. 

When President Clinton signed the privatization act, the price of 
uranium was $16.15 per pound on the spot market. Since that time 
it has now dropped to about $9.10 a pound. Domestic production 
in 1996 totaled 6.3 million pounds. This year we will be lucky to 
make 3 million pounds. Perhaps even a better measure of what the 
USEC privatization has meant to our industry which is reflected 
in the CAMECO which is the largest publicly traded uranium com- 
pany in the world stock price which has declined from $72.90 in 
April 1996 to 16.80 at last week’s close of the foreign exchange, a 
loss of some 80 percent of its value. The domestic uranium industry 
cannot survive for much longer the uncontrolled dumping of trans- 
ferred U.S. Government stockpiles by USEC. 

Mr. Chairman, we urge this committee to look into why the 
quantities of uranium transferred from DOE to USEC increased so 
dramatically from the time the initial privatization plans were 
agreed to in 1995 and into the details of USEC’s sales activities 
today, especially in light of a report issued earlier this week by the 
bank of New York that cites USEC-estimated uranium sales total- 
ing over 67 million pounds through fiscal year 2006, an amount 
which would seriously limit the ability of Russian HEU uranium 
and U.S. uranium to enter the market. We urge the committee to 
consider legislation, to reaffirm the intent of the privatization act 
with respect to USEC uranium transfers and sales and make it 
clear that USEC does not have legal immunity from taking actions 
contrary to the provisions of that act. Thank you. 

[The prepared statement of Mark Stout follows:] 

Prepared Statement of Mark Stout, President, Uranium Producers of 

America 

Mr. Chairman and distinguished members of the Committee, my name is Mark 
Stout. I am Vice President, Land and Marketing, for Rio Algom Mining Corporation, 
and I currently serve as President of the Uranium Producers of America (UPA), a 
trade association of domestic uranium mining and milling companies. I am testi- 
fying today on behalf of the UPA. 

Mr. Chairman, the domestic uranium producing industry has a remarkable and 
unique relationship with the United States Congress dating back to the enactment 
of the Atomic Energy Act in 1954. The uranium industry was created by the Federal 
Government to serve national security needs in the early years of the Cold War. Pri- 
vate industry responded admirably to the government’s urgent need for uranium. 
After satisfying the national security need to fuel the nation’s nuclear defense, the 
domestic industry became a reliable source for the country’s nuclear power industry. 
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The domestic industry has established and maintains today valuable strategic re- 
sources. These resources include skilled operators, coveted technology and competi- 
tive uranium operations and reserves. 

Congress has repeatedly recognized the importance of maintaining a healthy do- 
mestic uranium industry. When Congress addressed energy policy in the 1992 En- 
ergy Policy Act, it mandated government stockpiled uranium must not be introduced 
to the commercial marketplace in a manner that would adversely impact the domes- 
tic mining industry. That principal was reiterated again in 1996 in the United 
States Enrichment Corporation Privatization Act. ' 

Mr. Chairman, despite repeated efforts by Congress, the domestic uranium indus- 
try is rapidly becoming an endangered species. The Department of Energy has con- 
tinuously failed to meet its charge to use U. S. government uranium stockpiles in 
a manner not to adversely impact the domestic uranium industry. As this committee 
considers the impact of recent U.S. government owned uranium transfers to USEC, 
we ask that a way be found to enforce and monitor existing uranium policy. Despite 
doe’s contention that its actions would have no adverse impact, the facts show the 
contrary. The U.S. is rapidly becoming totally dependent on U.S. and Russian gov- 
ernment stockpiles and production from foreign producers. In our view, this is short- 
sighted energy policy and dangerous economic policy. This is true for any valuable 
natural resource commodity, especially one that fuels almost one-fourth of our na- 
tion’s electrical generation.^ 

Two government initiatives have greatly influenced the precarious position in 
which the domestic producers find themselves today. First, our government has at- 
tempted to conduct its non-proliferation policies concerning former Soviet nuclear 
weaponry by requiring the commercial marketplace to absorb this material and bear 
the lion’s share of the cost of its implementation. Second, in an effort to maximize 
the value of the Enrichment Corporation’s privatization, large government inven- 
tories were transferred to USEC before the Corporation went public. 

Together, these two initiatives have severely depressed the price of natural ura- 
nium. The depressed price threatens not only the viability of the domestic uranium 
industry, but ironically it also has negative implications on the U.S./Russian HEU 
Agreement, which is an important part of our national nuclear non-proliferation pro- 
gram. 

More specifically, the transfer of DOE inventories to the United States Enrich- 
ment Corporation (USEC) has created devastating material adverse impacts on do- 
mestic uranium production due to the ensuing aggressive selling of these trans- 
ferred inventories by USEC. According to the government’s Energy Information Ad- 
ministration in 1998, USEC’s level of marketable inventory approached 60 million 
pounds UsOs equivalent. EIA stated this was enough to supply six-eight million 
pounds per year to the market roughly over the next decade. As shown by the chart 
attached as Exhibit 2, utility uncommitted demand cannot absorb these supplies, es- 
pecially when Russian HEU uranium and conventional producers are interjected 
into the mix.^ 

Despite U.S. mining technology that allows domestic producers to compete in pro- 
ductivity with foreign producers, USEC sales have pushed the price of uranium 
below any valid cost of production.”* USEC uranium sales combined with sales re- 
sulting from the implementation of other U.S. government initiatives have in effect 
“taken” the good faith investments made by domestic uranium producers. The ad- 
verse impact on the price of uranium from these secondary sources has severely im- 
pacted the domestic producers. We believe that the substantial damage to the pro- 
ducing industry is in direct contravention of the congressional mandate concerning 
the disposition of government uranium stockpiles expressed both in the Energy Pol- 
icy Act of 1992 and the USEC Privatization Act. 

Today we are faced with an extremely unusual economic situation in uranium. 
World uranium production is only one-half the demand for nuclear power reactor 
fuel. In 1999, uranium production was approximately 80 million pounds UsOg com- 
pared to demand of 160 million pounds. This magnitude of a supply/demand imbal- 
ance is unprecedented in industrial commodity markets. Generally, in energy or 


* See Exhibit 1 (showing EPACT and Priv. Act. impact provisions). 

2 The most notable energy trend in the U.S. today is the continued electrification of our econ- 
omy. Approximately 23% of electricity produced in the U.S. comes from uranium-fueled nuclear 
power reactors. At present, the majority of the natural uranium to be processed and fabricated 
into fuel for these reactors is supplied from foreign sources. Title X, Subtitle B of the Energy 
Policy Act of 1992 recognized the national need to avoid dependence on imports in this critical 
energy sector. 

3 See Exhibit 2 (Estimated Uncovered Uranium Requirements, 2000-2018). 

^Witb the advent of in situ leach technology, U.S. production centers’ productivity has com- 
pared favorably with foreign producers as shown on Exhibit 3. 
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metals markets an imbalance of only 1 or 2 percent will bring on substantial swings 
in the commodity price, as we have witnessed most recently with crude oil. This 
huge supply/demand imbalance in uranium, which has developed over the past ten 
years, is primarily the result of massive sales of Russian and U.S. government- 
owned inventories. In the early 1990’s several hundred million pounds of natural 
uranium stockpiled in the Soviet bloc countries were dumped in Western markets.^ 
By 1995, a major portion of these inventories had been absorbed. However, as nat- 
ural uranium imports from the former Soviet Union declined due to consumption 
and as a result of “Suspension Agreements” limiting their entry into the U.S., Rus- 
sian HEU (highly enriched uranium from dismantled nuclear weapons) began to be 
imported. It appeared in 1995 that Western markets could accommodate the deliv- 
eries of uranium purchases specified by the U.S./Russian HEU Agreement. This 
schedule called for natural uranium deliveries from HEU to be about eight million 
pounds UsOg in 1995 through 1999, increasing to about 24 million pounds UsOs in 
the year 2000 and beyond. As the HEU agreements were being finalized,® pro- 
gressing along a somewhat independent path were plans to privatize the U.S. En- 
richment Corporation. It was clearly foreseen in 1995 by sponsors of USEC privat- 
ization that a balance needed to be achieved in metering into U.S. and Western 
markets HEU uranium and U.S. government uranium inventories to be transferred 
to USEC. 

During 1995, representatives of the domestic uranium producers and USEC met 
congressional staff and DOE to work out a reasonable schedule for the sale of HEU 
uranium and USEC’s sales of U.S. government inventories. The results of these dis- 
cussions were incorporated into the 1996 Privatization Act.'^ The Privatization Act 
that resulted from these negotiations limited to approximately 30 million pounds 
U 3 O 8 the amount of uranium to be transferred from DOE to USEC and limited an- 
nual uranium sales by USEC to no more than four million pounds per year. The 
Privatization Act also specified the rate at which HEU uranium feed could be sold 
in the U.S. This schedule allowed two million pounds UsOs of HEU uranium to be 
sold in 1998, increasing by one or two million pounds each year to a level of 20 mil- 
lion pounds per year in 2009 and beyond. The purpose of this section of the Privat- 
ization Act was to prevent the suppression of the price of uranium. This would ben- 
efit uranium producers and enhance the value of government stockpiles. It also 
served to promote long-term competitiveness.* * 

U.S. uranium producers supported USEC’s privatization and believed that the 
limited transfers and schedules for uranium sales set forth in the Privatization Act 
provided a reasonable transition period during which the uranium production indus- 


* In the late 1980s, the Soviet Union began selling uranium in all forms into the Western 
World market at sales prices significantly below the production costs of all western producers. 
In response, in late 1991, a group of domestic uranium producers (the Ad Hoc Committee) joined 
by the Oil Chemical and Atomic Workers (OCAW) union filed an anti-dumping suit against the 
Soviet Union. About one month after the suit was filed, the Soviet Union dissolved and the case 
proceeded against the individual republics of Kazakhstan, Krygystan, Uzbekistan, Tajikistan, 
Ukraine, and Russia. The preliminary finding by the Department of Commerce ruled in favor 
of the Ad Hoc Committee and OCAW and determined that a dumping duty of 115.82% was ap- 
propriate. This extremely large dumping duty would have effectively precluded any imports of 
uranium from these republics. However, a provision of U.S. trade law allowed the U.S. govern- 
ment to settle these cases without domestic industry participation or agreement because these 
republics were considered non-market economy countries. Therefore, rather than letting the 
cases proceed to final dumping orders, in 1992 the U.S. Government entered into “Suspension 
Agreements” with Russia, Uzbekistan, and Kazakhstan. The “Suspension Agreements” set up 
CIS sales quotas legal in the U.S. as a function of market price, U.S. production, and other me- 
tering mechanisms. These republics were granted market quotas under the suspension agree- 
ments notwithstanding the prior determination that affirmed dumping. Since 1992, a total of 
almost 30 million lbs. UsOs has been imported into the U.S. duty free from these countries. 

®Once again, the Administration recognized the need to not adversely impact the domestic 
production industry in the U.S./Russian HEU Agreements. The Agreement provided that its im- 
plementation should be accomplished in a manner that minimizes impact upon the U.S. ura- 
nium industry. This position was ratified in a letter from the DOE Director of the Office of Nu- 
clear Energy, Terry Lash, to Senator Craig Thomas in 1994. (See Exhibit 4.) 

7 See 42 U.S.C. 2297h-10 

* “Privatization legislation should enhance the long-term competitiveness of the nuclear fuel 
markets. Long-term competitiveness means that the market includes multiple suppliers and 
avoids concentration of market power. ***The [nuclear utility] industry believes that U.S. HEU 
transferred to USEC prior to privatization will provide some competitive advantage . . . The pro- 
visions which provide quantitative limits on the amount of material to be transferred and the 
rate at which the material can enter the market provides a useful framework for metering the 
introduction of the material to the market.” Testimony of Joe Colvin, Executive Vice President, 
Nuclear Energy Institute, Before the Committee on Energy and Natural Resources, Unitecl 
States Senate, June 13, 1995 (USEC Privatization Hearing). 



245 


try and commercial markets could adjust to the implementation of the HEU Agree- 
ment and USEC privatization. Our support was misplaced. 

In April 1996, President Clinton signed the Privatization Act. Shortly thereafter, 
USEC apparently began to market uranium far more aggressively and in much 
greater quantities than envisioned. The USEC S-1 registration statement filed with 
the SEC over two years later (shortly before privatization in the summer of 1998) 
revealed publicly for the first time that about two and one-half times the quantity 
of uranium inventory allowed in the Privatization Act was to be transferred to 
USEC and that USEC’s projected sales volume would far exceed the limitations set 
forth in the Act. 


THE USEC PRIVATIZATION ACT 

In 1996, Congress passed the Privatization Act in order to authorize and facilitate 
the privatization of the enrichment program. Congress again recognized that 
USEC’s ties with DOE posed a threat to private uranium producers and therefore 
built on the protections against the sale or transfers of U.S. government stockpiles 
mandated by the provisions of the Energy Policy Act. 

Congress carefully included in the Privatization Act constraints on DOE’s author- 
ity to transfer or sell uranium. Thus, §2297h- 10(a) of the Act first makes it clear 
that the “Secretary shall not . . . transfer or sell any uranium (including natural ura- 
nium concentrate, natural uranium hexaflouride, or enriched uranium in any form) 
to any person except as consistent with this section.” DOE was authorized in the 
Act to transfer without charge up to 50 metric tons of HEU and 7,000 metric tons 
of natural uranium to USEC.® This transfer was the equivalent of approximately 30 
million pounds of natural uranium. The legislative history indicates that this trans- 
fer was intended “as a means of enhancing the value of USEC in the marketplace 
and reducing DOE’s costs of safeguarding surplus [highly enriched uranium].'® In 
order to lessen the impact of USEC’s sales of this transferred material, USEC was 
restricted in delivering the material for commercial end use in the United States 
“to no more than 10 percent of the uranium transferred under this subsection or 
more than 4,000,000 pounds, whichever is less, in any calendar year after 1997.”" 

The Privatization Act went on to restrict commercial sales of DOE’s remaining 
stockpiles. Such sales were limited to those determined by the Secretary that will 
not have an adverse impact on the domestic uranium mining, conversion or enrich- 
ment industry. DOE was further required to take into account in its determination 
sales of uranium under the Russian HEU Agreement and the Suspension Agree- 
ment. Finally, DOE could only sell the government stockpiled uranium at a price 
that was not less than the fair market value of the material. 

The presence of the USEC transfer provisions in the Act described above establish 
that Congress intended that the sales provisions of subsection (d) would apply prin- 
cipally to sales of uranium to parties other than USEC. In fact, the legislative his- 
tory of the Act indicates that “[t]o enhance the competitiveness of the enrichment 
market, it is the intent of Congress that the Secretary shall sell material directly 
into the market in lots of a size that end users can bid on it.” This establishes 
that Congress envisioned sales directly to end users such as electric utilities rather 
than sole-source sales to USEC. This was critical to domestic producers because 
USEC has tied sales of uranium with sales of enrichment services. USEC is the only 
domestic provider of uranium enrichment services and controls through prior U.S. 
government contracts the majority of U.S. enrichment supply for several more years. 
Thus, USEC already wields enormous power over consumers of enriched uranium. 
USEC’s tying of sales of uranium with sales of enrichment services enhances its 
ability to increase its presence in the uranium services market, and also allows it 
to dominate the market for sales of uranium as they have apparently chosen to do. 

While the domestic producers continue to support a strong domestic enrichment 
industry, we do not believe that subsidizing enrichment sales with transferred U.S. 
government owned inventories is fair or consistent with the principals in the privat- 
ization legislation. 


USEC INVENTORY / DOE TRANSFERS TO USEC 

In addition to the authorized DOE transfer of approximately 30 million pounds 
mentioned above, USEC disclosed in its Prospectus that it held additional inven- 


9 See 42 U.S.C. § 2997h-10(c). 

10 S. Rep. 104-173, November 17, 1995. 

"See 42 U.S.C. § 2297h- 10(c)(2)(B). 

"See 42 U.S.C. § 2297h- 10(d)(2). 

13 S. Rep. 104-173, dated November 17, 1995 at 28. 
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tories at March 31, 1998 totaling about 31.5 million pounds. The revelation of this 
large inventory came as a complete surprise to the industry and was clearly not con- 
templated by the sponsors of the Privatization Act. 

In addition to this 31.5 million pounds, on May 18, 1998 the Secretary of Energy 
issued a Determination (Secretarial Determination) which authorized the transfer 
from U.S. government stockpiles of 3,800 metric tons of natural uranium and 45 
metric tons of low-enriched uranium to USEC.'^ USEC also transferred .8 metric 
tons of HEU at this time. The action of transferring the equivalent of 11.6 million 
pounds of DOE uranium to USEC violated the restrictions contained in the Privat- 
ization Act on the amounts of uranium that could be transferred by DOE to USEC.'^ 

To support this transfer, DOE prepared a Secretarial Determination. It is worth 
noting that the Secretarial Determination and accompanying analysis of potential 
market impacts characterized the transaction as a transfer of uranium rather than 
a sale. Even if this transaction was a sale, the only discussion of whether DOE re- 
ceived any value for this transfer over and above the transfer set forth in the Act, 
is a passing reference at page 2 of the DOE Analysis which stated that the transfer 
is “to settle certain Departmental liabilities at the gaseous diffusion plants.” The 
DOE Analysis offered no explanation of the nature and dollar amount of any such 
liabilities and whether the settlement of them was intended to represent the fair 
market value of the transferred uranium. The Secretarial Determination is devoid 
of any finding that the price paid to the Secretary was the fair market value of the 
government’s material. 

More importantly, the Secretarial Determination and Analysis of impacts of the 
transaction on the domestic uranium industry were fatally flawed. For example, in 
the Analysis, DOE failed to consider the cumulative effect of the significant quan- 
tities of uranium that had previously been transferred to USEC, the effects of high- 
er than expected recovery rates from HEU received under the Russian HEU Agree- 
ment, and large quantities of uranium that USEC amassed through underfeeding 
in the enrichment process.'*’ 

doe’s Analysis also compared the material transferred with total domestic utility 
requirements instead of comparing the transaction material to the uncommitted de- 
mand of these utilities. DOE’s analysis greatly favored a low impact result as it ig- 
nored what utilities had already purchased for future deliveries. The volume trans- 
ferred should have been compared to the uncommitted supply available for a fair 
and meaningful analysis. 

The domestic uranium industry, although the subject of this Determination, was 
given no opportunity to comment and point out the flaws in the Determination. In 
fact, the transaction took the industry and the privatization sponsors by surprise. 
doe’s failure to allow comments was somewhat surprising as the Senate Energy 
Committee staff had stated in a memorandum, “After the date of privatization, S. 
755 allows DOE to market enriched uranium by competitive bid after DOE certifies 
(through a full rulemaking process with public comment) that the sale of the mate- 
rial will not have adverse impact on the domestic mining or enrichment facilities.” 

DOE’s 1998 determination of no adverse impact caused by the entry of 11.6 mil- 
lion pounds is particularly puzzling due to the fact that in 1997 DOE reduced the 
amount of uranium it was to sell pursuant to a 1997 Secretarial Determination from 
3.2 million pounds to one million pounds in recognition of the producing industries 
warnings of the adverse impacts the sale of 3.2 million pounds would cause. Fur- 
ther, DOE canceled future sales due to changing market conditions that magnified 
the adverse impacts to the production industry. Certainly nothing changed to lessen 
impacts of the sales of government transferred uranium between the time DOE can- 
celed its 1997 and beyond sales and redirected their uranium to USEC. 


’’•The Secretarial Determination did provide some protections, stating: “In order to mitigate 
potential adverse impacts on industry, the Department will restrict the United States Enrich- 
ment Corporation’s sale of the transferred uranium to a maximum of 35 percent of the total 
in any single year, with the total quantity to be sold over a minimum of 4 years.” However, 
these restrictions were over and above those established by the Privatization Act. Further, 
USEC’s other uranium inventories were not subjected to these restrictions. Finally, DOE put 
no enforcement provisions in place to monitor USEC inventory sales of any kind. 

15 See 42 USC §2297 h-lO(a). 

i^Underfeeding refers to a process that uses more electricity and less uranium to attain the 
desired enrichment, which results in a buildup of excess uranium inventory. When the elec- 
tricity used during the enrichment is government funded, the net result is windfall of surplus 
uranium to USEC. EPACT had urged the government enrichment corporation to overfeed, that 
is, more uranium to boost the market. However, underfeeding proved to be USEC’s choice in 
order to build up its uranium inventory. 

15 June 19, 1995 memo from David Carmen and Sam Fowler to Members and Legislative As- 
sistants, Committee on Energy and Natural Resources. 
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Again, the revelation that much larger uranium inventories would he transferred 
to USEC first surfaced publicly in USEC’s S-1 Privatization Statement.'* After re- 
viewing the initial surprise disclosures of USEC’s unexpected uranium inventory 
largesse, Senator Domenici (a key privatization supporter) expressed strong concern 
over the impacts on the additional transfers on the uranium market.'^ Senator 
Domenici also expressed grave reservations about the inventory impacts on the Rus- 
sian HEU Agreement. Senator Domenici felt this was a national security concern 
and implored the National Security Council to review the impact of the transfer 
prior to the Administration’s decision to approving the sale of the Enrichment Cor- 
poration.^" The announcement of DOE’s additional transfers had an almost imme- 
diate adverse impact on the uranium market and the domestic industry. 

An initial response to USEC’s revelation of its expanded inventory holdings and 
its intent to bring these substantial inventories to the market was the prediction 
of a major drop in prices by one of the leading industry consulting companies. The 
Uranium Exchange Company’s (Ux) “Market Impact of USEC Inventory Sales” pub- 
lished in July 1998, predicted if, as advertised in the S-1, USEC sold 60 million 
pounds of those inventories into the market by the end of 2005, the spot market 
price of uranium would decline to $8 to $10 from 1999 to 2004.2' If USEC utilized 
“underfeeding” as they apparently have, the price according to Ux’s projection could 
drop to $6.00 to $9.00 from 1999 to 2004. Ux may have been a bit too pessimistic 
with their price projection but it appears they did not project that Russian HEU 
feed would be squeezed out of the market to the extent it has been. 

In addition to the damage done to the domestic uranium industry as a result of 
USEC’s uranium, the U.S. Treasury has also paid a big price. Only three months 
after USEC’s privatization. Congress was required to bail out the Russian HEU 
Agreement by purchasing the natural feed component of the Russian HEU material 
delivered in 1997 and 1998. An appropriation of $325 million was required to make 
this purchase. DOE, in recognition of the adverse impacts of its USEC transfers, put 
this purchase material and its remaining uranium inventories on hold for a ten-year 
period in an effort to bring some order to the commercial market. While it would 
he difficult to perceive how the sale of additional DOE material could survive a Sec- 
retarial Determination, DOE’s action has not had an effect in correcting price imbal- 
ances. 

In fact, every U.S. uranium producer has curtailed its uranium production since 
USEC’s privatization. Many producers have placed their operations on standby, 
while others have cut back on production. New Mexico, the historic leader of domes- 
tic production, is producing no uranium for the first time since 1955. Many foreign 
producers have also reduced production as production costs, in most if not all in- 
stances, exceed the market price of uranium.22 It has been devastating to our indus- 
try that quantities of uranium beyond those specified in the Privatization Act were 
transferred and that the Act’s four million pounds UsOg per year sales limit has 
been ignored. 

In retrospect, it was a serious mistake to have transferred any U.S. government- 
owned inventories to USEC beyond a necessary in-process working inventory. The 
success of the HEU Agreement and an entire industry are now at stake. The result 
of the excessive government transfers has been production curtailments, mine clo- 
sures, the termination of development plans, the departure of critical talent, and a 
total cessation of exploration by every uranium mining company in the U.S. and 
most overseas companies. 

U.S. utilities generally contract two to five years in advance of their actual ura- 
nium delivery requirements, leaving some flexibility in their contracts for spot pur- 
chases if the spot market is attractive enough. Overseas utilities generally contract 
even further into the future. Therefore, when USEC was privatized with a large 
uranium inventory, in order to convert that inventory to cash, USEC was forced to 
sell at deep discounts into a market already largely committed. This has suppressed 


'*At page 7 of USEC’s S-1, USEC championed its ability to complete sales from national ura- 
nium inventory. USEC announced it was “positioned to supplement its uranium enrichment rev- 
enues through new sales of natural uranium. USEC’s existing inventory contains a substantial 
amount of natural uranium, which has been supplemented by the transfer of additional uranium 
from the U.S. Government.” 

'^See Exhibit 5 (Domenici to Berger letter of June 26, 1998). 

2" Senator Domenici’s concerns were well placed as the U.S. government was forced to pay 
$325 million in 1998 for the Russian natural uranium components made in 1997 and 1998 deliv- 
eries pursuant to the Russian HEU Agreement. See Exhibit 6 (Domenici letter to Frueth, et al. 
of July 20, 1998). 

21 This compares to UX’s projection of $11 to $13 without the addition of USEC’s extra mate- 
rial. 

22 See Exhibit 7. 
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the price of natural uranium obtained by real producers and has devalued the ura- 
nium component of the Russian HEU material. 

When President Clinton signed the Privatization Act in April 1996, the published 
uranium price was $16.15 per pound UsOg. Since that time, it has dropped to $9.10 
per pound UsOg. Domestic production in 1996 totaled 6.3 million pounds. This year, 
production will be approximately 3 million pounds. Perhaps even a better measure 
of what the USEC Privatization has meant to our industry is reflected in the 
CAMECO (the largest publicly traded uranium company) share price which has de- 
clined from $72.90 in April 1996 to $16.80 at last week’s close of the Toronto Ex- 
change — a loss of approximately 80 percent of its value before the USEC privatiza- 
tion.^3 

If nothing is done to correct this situation, our nation will lose valuable mining 
operations, ore resources and the skilled operators that can produce uranium at 
very reasonable prices. Due in part to NRC bonding and decommissioning require- 
ments, it is extremely difficult and costly to hold uranium mines in a standby mode. 

In 1999, uranium provided about 23 percent of the electric power in the United 
States. More capital is invested in nuclear generation facilities than all other gener- 
ating plants combined. In the U.S., only coal fuels more electricity supply, and in 
Europe and Japan, nuclear power ranks first in electricity production. Because of 
its low fuel cost, reliability, air quality benefits and secure supply lines, uranium 
has now become a fundamental energy source in the industrialized world. Yet, it 
seems that in the United States, some policy makers have come to view the nuclear 
power industry as a way to absorb surplus military stockpiles of uranium over the 
short-run rather than as a key power source for the long-run. 

The uranium industry can relinquish a substantial share of the commercial mar- 
ket to Russian uranium as provided by the HEU Agreements and the Privatization 
Act and still maintain a reasonable level of production to maintain competitiveness. 
However, it cannot survive the uncontrolled dumping of transferred U.S. govern- 
ment stockpiles by USEC. 

Mr. Chairman, we urge this Committee to look into why the quantities of ura- 
nium to be transferred from DOE to USEC increased from the time the initial pri- 
vatization plans were agreed to in 1995 and the actual public offering in 1998. 

We urge the Committee to inquire as to whether DOE’s economic impact analysis 
of the USEC privatization that determined “no adverse impact on the domestic ura- 
nium industry” presumed that the four million pounds UsOg per year USEC sales 
restriction would be adhered to. 

We urge the Committee to consider legislation to clarify the intent of the Privat- 
ization Act with respect to uranium transfers and sales and also whether USEC 
should continue to be granted legal immunity from taking action contrary to the 
provisions of the Act. 

We believe legislation should be adopted to make clear that further transfers of 
uranium from DOE to USEC would only be authorized after a full hearing from all 
affected parties and that U.S. government contracts intended to subsidize USEC op- 
erations such as low-cost power supply deals with TVA, be evaluated as to their im- 
pact on uranium markets and the HEU Agreements. 

The domestic producers have met with DOE and other members of the front end 
of the nuclear fuel cycle to discuss potential remedies to the current situation. In 
November 1999, the uranium and conversion producers proposed that DOE repur- 
chase the uranium transferred to USEC during the privatization process.^^ This pro- 
posal allowed DOE to sell the repurchased uranium when uncommitted demand ex- 
panded. This would have allowed DOE to recapture its expenditure and recognize 
a positive return in the future.^^ 

While DOE recognized “that many issues intersect at the juncture of the domestic 
uranium market — including the continued success of the U.S./Russian agreement on 
highly enriched uranium,” DOE was unwilling to pursue this proposal.^® DOE did, 
however, agree to work with industry and other stakeholders to resolve the complex 
issues raised. We eagerly await any initiatives DOE might put forward. These ini- 
tiatives may require U.S. taxpayer involvement in financing the Russian HEU 
Agreement or possibly a tax credit for nuclear utilities purchasing new mined ura- 
nium, conversion and enrichment services. We believe a solution can be achieved 
with Congress’ assistance. 

Mr. Chairman, it is my fervent hope that we will look back at this hearing as 
a milestone in refocusing the Congress and the Administration in correcting past 


23 See Exhibit 8. 

24 See Exhibit 9 (Stout letter to Richardson dated November 24, 1999). 
23 See Exhibit 10 (Rate of Return on DOE Repurchase). 

23 See Exhibit 11 (Magwood letter to Stout dated February 16, 2000). 
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missteps in the handling of issues affecting the front end of the nuclear fuel cycle. 
We believe that nuclear power will play a vital role in producing clean, efficient elec- 
trical power for our nation, lessening our dependence on coal and foreign oil. The 
domestic uranium industry, given a level playing field, can compete economically 
with producers in the western world and assist in maintaining a secure source of 
fuel for our nation’s nuclear power plants. We also need strong conversion and en- 
richment programs to complete the nuclear fuel cycle. It is of the utmost importance 
that Congress takes the lead in correcting the errors of the past, and we look for- 
ward to working with you and others that recognize the need to do this. 

Exhibit _l 


A. EPACT 

1 . § 2296b-2. Sale of remaining DOE inventories 

The Secretary, after making the transfer required under section 2297c-6 of 
this title, may sell, from time to time, portions of the remaining inventories of 
raw or low-enriched uranium of the Department that are not necessary to 
national security needs, to the Corporation, at a fair market price. Sales under 
this section may be made only if such sales will not have a substantial adverse 
impact on the domestic uranium mining industry. Proceeds from sales under 
this subsection shall be deposited into the general fund of the United States 
Treasury. 

(Pub.L. 102-486, Title X, § 1013, Oct. 24, 1992, 106 Stat. 2949.) 

2. § 2296b-3. Responsibility for the industry 
(a) Continuing Secretarial responsibility 

The Secretary shall have a continuing responsibility for the domestic 
uranium industry to encourage the use of domestic uranium. The Secretary, in 
fulfilling this responsibility, shall not use any supervisory authority over the 
Corporation. The Secretary shall report aimually to the appropriate 
committees of Congress on action taken with respect to the domestic uranium 
industry, including action to promote the export of domestic uranium pursuant 
to subsection (b) of this section. 

(Pub.L. 102-486, Title X, § 1014, Oct. 24, 1992, 106 Stat. 2949.) 

B. 1996 Privatization Act 

1. §2297h-10. Uranium transfers and sales • 

(a) Transfers and sales by the Secretary 

The Secretary shall not provide enrichment services or transfer or sell any 
uranium (including natural uranium concentrates, natural uranium 
hexafluoride, or enriched uranium in any form) to any person except as 
consistent with this section. 
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2. (c) Transfers to the Corporation 

(1) The Secretary shall transfer to the Corporation without charge up to 
50 metric tons of enriched uranium and up to 7,000 metric tons of natural 
uranium from the Department of Energy’s stockpile, subject to the restrictions 
in subsection (c)(2) of this section. 

(2) The Corporation shall not deliver for commercial end use in the 
United States — 

(A) any of the uranium transferred under this subsection before 
January 1, 1998; 

(B) more than 1 0 percent of the uranium (by uranium hexafluoride 
equivalent content) transferred under this subsection or more than 
4,000,000 pounds, whichever is less, in any calendar year after 1997; or, 

(C) more than 800,000 separative work units contained in low- 
enriched uranium transferred under this subsection in any calendar year. 

(d) Inventory sales 

(1) In addition to the transfers authorized under subsections (c) and (e) of 
this section, the Secretary may, from time to time, sell natural and low- 
enriched uranium (including low-enriched uranium derived from highly 
enriched uranium) from the Department of Energy’s stockpile. 

(2) Except as provided in subsections (b), (c), and (e) of this section, no 
sale or transfer of natural or low-enriched uranium shall be made unless — 

(A) the President determines that the material is not necessary for 
national security needs, 

(B) the Secretary determines that the sale of the material will not 
have an adverse material impact on the domestic uranium mining, 
conversion, or enrichment industry, taking into account the sales of 
uranium under the Russian HEU Agreement and the Suspension 
Agreement, and 

(C) the price paid to the Secretary will not be less than the fair 
market value of the material. 

(Pub.L. 104-134, Title 111, § 31 12, Apr. 26, 1996, 110 Stat. 1321-344.) 
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Department of Energy 

Washington, DC 20585 


the .Honorable Xr'aig Thomas ' 

■ll;S. -House Bf -Representatives 
Hashington,-. o;;C.. 20515 

Dear- Congre'ssmanVThomas : 

Thanic you-:for -j'our, Movember 21, ' .193a. tetter to Secretary O'Leary regarding ; 
■'the .Soveminent-to^Govemment agreement between the United States and the 
'Russian federation: for the- purchase of 500 metric tons of low enriched nrantum 
derived from.-'highly enriched uranium <HEU) removed from nuclear weapons and 
1ts.effect's:.on 'the li.'S. -uranium Industry.' While the Department of Enei^y ■ 
■-Strongly supports recent'. achievements -In. Russian nuclear weapons 'dlsmahtlement 
and the furtherance of U.S. nuclear honproliferatlon objectives,' we also share. 
your::concem for the'viablllty .of thejU.S. uranium Industry. ■ 

Tfie'Mmplementatlon 'of this agreement, which was. signed by .the;.Un1ted States'.'- . . 
■■and'.''the-.Russ1an 'Federation oh January-’.14,.'i994, ..should be accomplished In' a .. 
'mahn'er.-that minimizes the 'Impact upon the U.S. uranium Industry. It is' i ■' 
important. .to. -note. that';the United States Enrichment Co'rpo'ration, a wholly- ■ ' 
■Owned.-Gcvamment corporation established by the. Energy Policy Act of- 1992, Is 
Ithe executive agent on behalf of the United States for the Implementation of . 
the ilEU agreement.. 'It Is our understanding that the United States Enrichment 
•Corporation has' not. purchased any uranium under this agreement. Therefore, . no 
'material'. has' tJeeh ..imported into the United .States at this time. 

:Ih -oi^er,' to”.en'sur6 that your concerns are properly addressed, I have forwarded 
a.cop'y .Of -your, letter to Mr. William H. -Timbers, 'Chief Executive Officer .'and 
^President 'of the United. States Enrichment Corporation. The Enrichment ■ 
Corporation has sole responsibility for placing orders under the agreement 
,-w1th;.the Russian Federation. ■' 

jheDepartment's'posIt'I'on regarding the disposition of. -the material Is -that ' 
the.- natural .ura'n'1 urn -component of the. purchase agreement'. should be utilized 
'consistent -with public Interest provisions of the . uranium Antidumping 
Suspension Agreement and' its amendment as negotiated by the U.S. Department of 
Comnerce. .This restriction limits the .amount of Russian uranium imported for 
-end USE .in: the United States through the, year ,2003. As a'result.of this . 
provision the impact on the U.S. uranium Industry would be minimal." 


rector 

Energy 




Terry [R. L^sh, Di 
Office of Nuclear 
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SUMMARY OF U.S. PRODUCTION CUTBACKS, DEFERRALS, AND WRITEDOWNS SINCE 
USEC PRIVATIZATION 


Rio Algom Mining Corp. 

Rio Algom Limited took approximately a $45 million wntedmra on the RAMC properties. Rio Algom 
Mining Corp. has indicated that it plans to decrease production from 1.8 million lbs. UjOs in 1999 to 
around 1 million lbs. in 2000. RAMC’s Wyoming Reynolds Ranch project has been deferred indefinitely 
pending an improvement in market conditions. RAMC’s New Mexico Ambrosia Lake facility will be shut- 
in beginning in 2000. The Ambrosia Lake Facility produced approximately 250,000 lbs. in 1999. 

Cameco/Power Resources, Inc. 

In 1998, Power Resources made an announcement that they will keep Crow Butte production in Nebraska 
at 800,000 lbs. rather than ramp it up to the fx^viously planned 1 million pounds. PRI also announced that 
its Wyoming Highland production will drop to 900,000 lbs. rather than the planned 1 .5 million pounds. 

PRI continues to operate both feciliiies below maximum capacity levels. 

Uranium Resources 

In 1 998, Uranium Resources, the only remaining producer in Texas, determined that it would operate 
Kingsville Dome/Rosita at minimum levels necessary to fill their sales commitments. After meeting their 
contractual requirements, URI shut-in their (derations in the first quarter of 1999. The company also took 
an $1 8 million pretax writedown of the South Texas properties. The company relinquished its rights to the 
Alta Mesa deposit in Texas. 

International Uranium Corp. 

lUC, a Utah operator, shut-in its Sunday, GMG, and Rim mines in 1999. Their Topaz mine was also shut 
in recently. 

Cogema, Inc. 

Cogema announced plans to cease production, at the Wyoming Christensen Ranch/Irigaray sometime 
during the fourth quarter of 2000. 

U.S. Energy 

In 1998, U.S. Energy announced that they had suspended development at their Jackpot uranium mine in 
Wyoming. The reason behind the suspension was directly related to the government’s transfers of 
inventories to USEC. (Ux Weekly - August 3, 1998) 

IMC-Agrico 

IMC shut down its uranium production as a by-product of phosphate recovery at the Uncle Sam/Faustina 
located In Lousiana. There are no plans to restart production from these facilities. 

Cotter Corporation 

Cotter Corporation decided last month to shut In its Schwartzwalder mine located in Colorado. 


EXHIBIT 

i 7 
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Impacts of USEC Privatization Act 
on Uranium Spot Price and Cameco 



Exhibit 8 
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Rio Algom Mining Corp. 

B. Mark Stout 

Vies Avoidant, Land A MoikotiRg 


November 24, 1999 


The Honorable BUI Richards^ 

Secretary, Oepartmenc of Energy 
1000 Independence Ave., SW 
Washington, D.C. 20535 

Dear Secretary Richardson: 

Members of the domestic uranium mining and conversion industry, represented by the 
undersigned companies, are facing unbearable economic l^ship as a resuh of the mismanagemern of the 
U.SVRu99tan KEU Agreement pursuant to the US£C Privstizatioa Act. The transfer of DOE stockpiled 
uranium to USEC in amounts greater than set forth in the privatization legislation has served to severely 
undermine the delicate supply/detnand balance of the world's uranium market and risks the condnued 
impietnentadort of the HEU Agreement 

All of the previouj analyses and negotiodons sponsored by the U.S. Coverrunenc to ensure 
absorption of HEU derived material into the domestic marketplace without significant injury to the 
domestic uranium mining industry became irrelevaiK upon USEC's disclosure of its intended sales of 
former DOE inventories as sec out in their stock prospectus issued on June 29, 1998. As noted in your 
recenc correspondeoce to USEC, the negadve impsut of USEC natural uranium sales threatens the 
fbundodons of the HEU Agreements. 

The domesdc uranium mining and conversion industry has whnessed the erosion of its otarket 
siitca the first CIS uranium was sold In the U.S. during the btc I980's. W« bava eondnually concedod 
our mttfkec posidon to st^jporc important polidcal agendas, especially with respect to die HEU 
Agreement, the privatlzadon of USEC, and CIS trade issues. Todi^ there is nothing left to concede. 

Uncommitted demand by U.S. udlides over the next few years can be met solely by USEC sales 
of formor DOE iavontory, to tfa* deounent of doniMtic producers and the KEU Agreement. As reported 
in Mr. Timber’s letter to you of October 29, 1999, USEC plans to supply, on average, between 6% and 
7% of world demand over the next 3 to 4 years. This equates to between 10 and 12 million pounds of 
uranium (UjOf basb) per year, which represents, In turn, approximately 25% of annual U.S. demand. As 
USEC and others vie to complete limited sales oppcrtunidcs, market prices will come under increasing 
downward pressure. As a direct result, continued impiememarien of the HEU Agreement will be at risk, 
and domestic mining and conversion companies will be forced to shutter remaining plant capacity and 
abandon uranium reserves. 

In our view, this combination of U.S. government policies, i.e., (1) the negotiation and 
implemeatation of the CIS Suspension Agreements by the Deparsnent of Commerce, (2) the HEU 
Agreement and U.S. sponsorship of the related feed material sales agreement, sod (j) the DOE uranium 

6305 Waterford Boulevard, Suite 325, Oklahoma City. Oklahoma 73119 e (405) 848^133 e FAX (405) 848*1206 
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Tlie HoDorabI« Bil! Richardson 
Secrecaiy, Department of Energy 
November 24, \999 

Page 2 


tnms&rs to USEC, have had a cumulative impact on The uranium market hr beyond duet intended or 
considered by the U.S. government policy makers. The combined impact of these policies has been to 
take the investments made by U.S. producers by assigning ail of our market to USEC and to imports of 
natural and enriched uranium dom Russia and the other former Soviet states. 

It is Imperative that immediate action be formuiaxed to create a solution to these problems. In this 
n^aid, we have prepared the following proposal for your consideration: 

1. Purchase of USEC inventory: DOE will purchase USEC’s uncommitted inventory 
(assumed to be approximately 50 million pounds UjOj equivalrat) at the higher of book 
value or market price. Delivery/payment will take place over a 3-year period, 2000-3002, 
which we believe ehould generate at leact SI SO million in revenue to USEC in each year. 

Subject to a secretarial detenninatton of no material adverse impact on the domestic 
urwium industry or the KEU Agreement, beginning in 2003 DOE shall be allowed to 
sell, by auction, up to 4.0 million pounds of this uranium in each year concurrent with the 
term of the HEU Agreement. This quanney limitation is consistent with du USEC 
Privatization Act of 1996 which prohibits USEC from selling more than 4.0 mliUon 
pounds of uranium transferred from DOE in any calendar year after 1 997. 

As part of this transaction perh^s USEC and DOE could agree to a specified period in 
which USEC would commit to operate both GDP facilities and remain as die U.S. 
executive agent under the HEU Agreement 

2. The domestic uranium mining industry will withdraw its suit against DOE (Power 
Resources. Inc, et al v. OOE, Civil Action No. 98CVI7T) challenging uranium transfers 
to USEC, iipon the establishmenc/execution of a purchase agreement between DOE and 
USEC regarding the uncommitted balance of USEC inventory as outlined above. 

The above proposal will serve to remove die current market uncertainty facing all indusay 
participants. By removing an apparent desperate seller of uranium from the market, we expect the 
resulting DOE inventory to increase In value as market prices recover. We look forward to your reply 
and would be pleased to discuss this proposal in greater detail with you at your earliest convenience. 
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'Hw Honmble Bill Rkhordsoa 
Seerewy. Departnwnt of Energy 
Noveabar24, 1999 
BigeS 


This proposal tetter is being signed by R. Marie Stout oo behalf of and witii the prior auth«izatioa 
of each of the eoapaaies Usted below. 


Very truly yours, 

R. Man Stout, Vice President, Land A Marketing 
Rio Algore Mining Corp. 

Suite 325 

6305 Waterford Blvd. 

Oklahoma Chy. OiCTSUS-lllO 

Ear! Hoeilen, President and Chief Executive OfEteer 
Intemarionai Uranium Corporation 
Suite 950 

Independence Plaza 
1050 Seventeenth Street 
Denver, CO S0265 

Joe H. C^ Senior Vice President 
Uraniton Resourees, Inc. 

South Building, Suite 2 
SiaO Roswell Road NW 
Atlanta, Georgia 30342 

Rich Ziegler, fixecucive Vice President A General 
Manager 

Cotter Corporation 
Suite 350 

12596 W. Bayaud Ave. 

Lakewood, CO 80228 

Keith Larsen, President 
U^. Energy Coip. 

877 N. 8th Street 
Riverton, WY 82501 

Jim Graham, President 

CenverOyn 

Suite 600 

5000 South Quebec Street 
Denver. CO 80237 
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Oapartimnt of Energy 

\A^in9nn. DC 20&55 
February 16,2000 


Mr. R. Mark Stout 
Vice President, Land and Marketing 
Rio Aigom Mining Corporation 
6305 Wi^erford Boulevani, Suite 325 
Oklahoma Ci^, Oklahoma 73118 

Dear Mr. Stout: 

Thank you for your latter of Kovambar 24, 19^, to Secretary Richardson 
regarding uranium maricet conditions, issues, and your proposal designed to 
remove market uncertainties &cing the Industey today. 

I appreciate you, Mr. Indall, Mr. Pelizza, and Mr. Byers meeting with us in 
Washington on January 20, 2000, to review the state of die domestic uranium 
industry and your proposal. The meeting was very enlightening and helpful in 
unders^ding the concerns of the uranium industry and your suggestions 
regarding actions the Government should take to enhance the viability of our 
domestic uranium producing industry. While, as we discussed, the Department of 
Energy does not currently possess the resources to implement your ideas, we 
continue to discuss your suggestions within die Government. 

Wa recognize that many in^iortant issues intersect at die juncture of the domestic 
uranium market * inclu^g the continued success of die U.SVRussia agreement 
on highly enriched uranium, vdiich is very important to our national security 
objectives. We will coatinue to work with in^tiy and other stakeholders to 
resolve the complex issues raised during our meeting. Please do not hesitate k> 
contact us as wo continue to consider optiomi m address these challenges. 


Sincerdy, 


WUltam u. M^wood, IV, Oireetor 
Office of Nuclear Ener^, Science 
and Technology 
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Mr. Whitfield. Thank you, Mr. Stout. 

We have been called for our last vote of the day, but I would like 
to go on with Dr. Brewer and get your opening statement. 

TESTIMONY OF SHELBY T. BREWER 

Mr. Brewer. Thank you, Mr. Chairman. I am pleased to be here 
to give you whatever perspective I can on this situation. As you 
know, I had — I have had less than 1 week to prepare. About 17 
years ago, I was in the Reagan administration during the first 
term; and I had responsibility for all of the nuclear activities in the 
Department except weapons production. Uranium enrichment was 
one of the responsibilities, and we had a very severe market crisis 
during my tenure there. We took very acute and realistic actions 
to turn that situation around and got the market back. We reduced 
cost. We reformed the contract format. We made provisions to burn 
out the secondary market which was being fed by overpricing and 
take-or-pay contracts, et cetera; and I emerged from that near- 
death experience with a conviction that we needed to run this busi- 
ness like a business. 

Now 17 years later and 2 years after the celebrated IPO, the ox 
is in the ditch and you know the statistics. They have been cited 
several times today. The stock value has depressed 70 percent. 
Market cap is down to $400 million. The company has lost its cred- 
it standing, credit rating. Market share is down. Costs are up. 
Backlog is down and most important, the quality of the backlog, 
the margin implicit in the backlog is not there. It is gone. And so — 
and reported earnings and projected earnings are down. Moreover, 
USEC is selling their inventory, $1 billion worth of inventory 
roughly that they inherited from the Department of Energy. They 
are selling it rapidly to cover these operating deficits. You have just 
heard that. 

This raises a very crucial issue in my mind. What did USEC 
management know in 1998 at the time of the IPO that is now 
known? I should have said what did they not know then that is ob- 
vious now. It was obvious then. It was obvious 5 or 6 years ago 
that there was an elephant in the living room, and it is just that 
simple. Now you have them here on Capitol Hill with this pathetic 
the “dog ate my lunch” — or “dog ate my homework” excuse. It was 
the market that did it. It was the Russian deal that trashed them. 
And it is baloney; it really is. They negotiated the Russian deal. 
Why would they negotiate something that places them at disadvan- 
tage? 

So I would like to refer — and I will be very brief. As Henry the 
IV said to his wives, I won’t keep you long — to the figure in my tes- 
timony and I will make these points very briefly. They are selling 
below their total cost of production plus margin. And that can’t go 
on indefinitely. Their proposal now is to renegotiate the Russian 
contract. Well, they can add maybe — they can reduce their cost by 
maybe $5 an SWU, not much to write home about. 

There are — the other proposal that is being discussed is the shut- 
down of a GDP, either Portsmouth or Paducah. That too is only a 
temporary Band-Aid because Avlis has been terminated. Avlis has 
been terminated. If you look at my chart, Mr. Chairman, they are 
back in the soup even with the termination of a GDP in the year 
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2004. And that is because the negative backlog or the nonquality 
backlog in their order books keeps growing on. It is a gift that 
keeps on giving year after year after year. So I wish I could be 
more responsive to your invitation for finding a magic bullet that 
would fix all of this and in 1 week’s time I have not done that. 

But I know that blaming the Russian deal is a red herring. That 
is not it. The way they are contracting for SWU production now is 
not it. The backlog that they inherited was $125 an SWU which 
is — or the contracts I signed in the early 1980’s. And then of course 
as has been discussed today and I won’t go into it, the IPO process 
itself is suspect. With the borrowing of half a billion dollars in 
order to trump the bid of a private company to acquire USEC, 
where was the SEC and the Treasury during this oversight, during 
this process? I will quit at that point. I think I am in enough trou- 
ble. 

[The prepared statement of Shelby T. Brewer follows:] 

Prepared Statement of Shelby T. Brewer, S. Brewer Enterprises, Inc. 

Mr. Chairman and members of the Committee, I wish I could say that I am 
pleased to present testimony on this subject. The Uranium Enrichment Enterprise 
was one of my responsibilities when I was in the Reagan Administration in the 
early 1980s. We faced a severe market crisis in those days, and were able to turn 
it around and save the business from insolvency. We owe much of the credit to John 
Longnecker who I appointed to head the enrichment enterprise. The business 
emerged stronger because we took painful actions to reduce costs, became more cus- 
tomer attentive. We slimmed down, shaped the business, and became competitive. 
John and I emerged from this “near death experience” with the conviction that the 
Uranium Enrichment Enterprise urgently needed to be fundamentally restructured 
and run like a business, market-driven, rather than an instrument of U.S. foreign 
policy, a contractor feeding trough, and as a federal cash cow, an irresistible play- 
thing for federal budget aficionados barnacling onto any available revenue stream. 
John and I strongly supported the government corporation element of the 1992 En- 
ergy Policy Act. 

The financial performance of the privatized entity. United States Enrichment Cor- 
poration (USEC), has been dismal, and it’s future looks grave. I cite the following 
indicators: 

1. The stock price has fallen by more than 70%, reducing USEC market capitaliza- 

tion from $1.6 Billion in 1998 to about $400 million in early year 2000. 

2. Standard and Poors downgraded its credit rating at the end of August 1999, and 

again in February 2000 to below investment grade, with a future outlook as 
“negative”. 

3. On February 23, 2000, Moody’s also downgraded USEC’s senior unsecured bank 

credit and short-term debt ratings. 

4. Merrill Lynch, one of the IPO underwriters, downgraded USEC’s stock in Feb- 

ruary 2000 based on concerns regarding future cost compositeness. 

5. USEC slashed its dividend in February 2000 due to poor financial performance. 

6. Fiscal year 1999 sales were less than promised, and fiscal year 2000 revenue esti- 

mates were lowered by about $100 million. 

7. Despite aggressive sales of uranium inventories (transferred from the Department 

of Energy to USEC), fiscal year 2001 earnings estimates have been lowered to 
about $35 Million. USEC’s annual report for 1999 noted that net income has 
fallen consistently. Selling this inventory is like living on principal rather than 
earnings. 

8. Gaseous Diffusion Plant (GDP) production costs increased and exceeded $95/ 

SWU, in contrast to USEC’s goal of achieving GDP production costs of $75/ 
SWU. 

9. USEC market share both world and US has declined: the US market share has 

declined from 90% to 75%, and the world market share has declined from 70% 
to about 40%. The backlog has declined, and the quality of the backlog (margin) 
has declined drastically as USEC began contracting SWU deliveries below cost. 
What concerns me most is the trend toward an ultimate liquidity (cash flow) prob- 
lem, a short step away from bankruptcy. I have no access to USEC internal data, 
and properly so. I am using only data which is in the public domain, and have had 
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less than one week since the invitation to testify, to data-gather and analyze. In re- 
cent trade press interviews, USEC’s senior management has discussed USEC’s de- 
clining revenue and increasing costs. 

Using USEC’s method of comparison, my projection of USEC’s financial condition 
(based on its SEC filing) is quite daunting as shown in the attached figure. Termi- 
nology in the figure is defined as follows: 

USEC Breakeven Cost is the sum of direct GDP production cost, plus Sales, General 
and Administrative Expenses (SG&A), plus Research Development, plus Divi- 
dends. This is the price that would recover all Production costs, overhead costs, 
and return a profit margin. 

GDP Cost is the sum of Power Purchase Cost, plus Depreciation, plus Maintenance 
and Other Operating Costs. 

Average Sales Price is the Revenue divided by SWU production. 

The figure is intended to show fundamental concepts and trends. Data has been 
taken from public domain sources, since I do not have access to USEC’s internal 
books. One can argue about the absolute magnitudes and the dates in the figure, 
but the point is to illustrate trends and prospects. 

Several points can me made from the figure. 

1. First, Average Sales Price in the immediate future drops below USEC Break- 
even Cost, that is, the price the actual price is insufficient to cover costs and provide 
a return to the stockholders. 

2. This condition persists until about 2003, when USEC when USEC Breakeven 
crosses under the Average Sales Price. 

3. This assumes that (a) the Soviet deal is renegotiated to trim about $10/SWU 
off the Soviet price (a net savings to the enterprise of about $5/SWU); (b) one GDP 
is closed (about 2002). 

4. Beyond about 2004, Average Sales Price falls below USEC Breakeven again, 
so that the Soviet renegotiation and the GDP shutdown are not permanent fixes as 
long as USEC continues to contract product sales under cost. Recent sales prices 
are just about $80/SWU, and impact of these sales roll out into the future. 

Again, I do not want to imply that this chart is based on rocket-science analysis. 
It is intended to define the crisis, show major trend lines, and to roughly measure 
impacts of remedies which have been discussed. 

From the analysis summarized in the figure, believe, I believe that USEC will con- 
tinue to experience significant financial problems, namely losses from its core busi- 
ness that USEC -management will try to offset by selling inventories inherited from 
DOE, a non-viable and nonsubstantive stratagem for the short or long term. 

One (of the several) excuses that USEC management has made for its poor per- 
formance is the that the uranium purchase deal with the Russians, for National Se- 
curity and diplomatic purposes, injures USEC’S bottom line. This is a red herring. 
First of all, the Soviet Union deal was negotiated in by USEC itself as the executive 
agent of the US Government. They negotiated a deal which they are now com- 
plaining about. Second, the classical “make or buy” mathematics was applicable in 
the early 1990s when Soviet quantities were small and the marginal cost of U.S. 
production was significantly lower than it is now. In that time frame, there was in- 
deed a penalty for buying the Soviet material. Now, however, the quantities to be 
purchased from the Soviets will account for almost half of the total USEC SWU de- 
liveries, and the cost of producing this material internally at the US GDP’s is sig- 
nificantly above the Soviet price. This is because new, firm power, power purchase 
agreements will have to be negotiated, probably significantly above the roughly 2 
c/^wh price USEC now pays. The price for purchased power could be as high as 3 
c/kwh. In short, the purchase of the Soviet material is a plus, not a negative, to 
USEC’s bottom line. Third, the transfer of the DOE stockpile, valued at about $1 
Billion, offset any disadvantage the Soviet deal imposed on USEC in early days of 
implementing the deal. For USEC to come to Capital Hill with a tin cup, pleading 
for a subsidy, is disingenuous. The Soviet deal cannot be used as a crutch to excuse 
poor management. 

USEC will argue that all of the maladies their business suffers were and are be- 
yond their control. I disagree. Apparently not understanding that it was in an over- 
supplied, buyers-market, USEC did not adopt a competitive price ceiling once the 
Atomic Energy Act Section 161v evaporated in 1992. Over the side went my and 
John Longnecker’s pledges to reduce costs/prices further below the $125/SWU we 
contracted for in the early 1980s. As a result of this gouging, USEC lost market 
share, and actually sued its customers for terminating contracts and seeking other 
supply options. When this strategy proved ineffective, USEC began selling SWUs 
under its current cost. The customer population regards USEC as a very unstable 
source of supply, and this perception results from the arrogance and ineptitude of 
the company. 



267 


Another critical question is the foundation of the Initial Public Offering (IPO) 
process itself, and the representations made at the time. It is clear to me that the 
enterprise was hugely overvalued in garnering in excess of $1.5 Billion in stock 
placement. For one thing, the uranium stockpile inheritance (evaluated at about $1 
Billion) was a gross overstatement, in that this is not immediately fungible. If one 
tried to convert this to dollars rapidly, the market price would collapse. The correct 
way to evaluate the stockpile is to compute the present value of a long Stream of 
modest stockpile sales, using classical discounted cash flow methods. The selling 
would stop when the inventory level reached that working inventory needed to run 
the business efficiently Another issue with the EPO process is the curious loan of 
$500 Million that USEC management obtained to trump the bid of a private com- 
pany to acquire USEC. The industry knew of course that the last thing that USEC 
management wanted was a simple straightforward acquisition of the business as a 
method of privatizing. The transaction was sort of characterized as a hybrid LBO/ 
IPO transaction. Whatever, the debt service on the $500 Million loan is on the backs 
of the USEC IPO stockholders. Where was Federal (Treasury and SEC) oversight 
during this process? 

The Treasury and the taxpayer cannot complain, because the money to trump the 
private company offering was obtained and deposited in the Treasury. What makes 
it public business now, however, is that USEC is seeking a federal subsidy, and be- 
cause the future of U.S. uranium enrichment capacity is a national security issue. 
Therefore, Mr. Chairman, your oversight is timely. 

Subsidizing this failed business and its management is not a solution, but another 
invitation to further industry cynicism, by rewarding sloppy and inept commercial 
practice. 

Since I received the invitation less than one week ago to be here I have thought 
long and hard about an equitable solution for the U.S. Government, the USEC 
stockholders, and an operational fix to the financial meltdown we see in USEC. I 
am sorry that I cannot present to you a surgical failsafe recommendation at this 
time, a set of silver bullets. 

The first set of recommendations are peripheral, obvious, hard, and do not solve 
the endemic problem. 

(a) renegotiate the prices paid to the Soviets — this is the USEC proposition, and I 
wish them well, although they negotiated the current Soviet scenario and have 
little credibility. Also, from the Figure, the potential improvement on the USEC 
bottom line (about $5/SWU), is not large. 

(b) close one of the two GDPs, and try to make significant savings in operating and 

maintenance expenses — this could significantly improve USEC’s bottom line, 
but would not be a lasting solution, as USEC’s poor quality backlog will con- 
tinue to flow through (prices below cost) the books. 

(c) negotiate new power supply contracts — I doubt if this would reduce power price — 

in all likelihood, the price would increase; 

(d) advise USEC to enter new adjacent businesses, to diversify — However, USEC 
has no cash or credit-worthiness to make acquisitions, and the management 
team is not credible, so this approach is not viable. 

None of the above nibbling-at-the edges approaches have a high success prob- 
ability, enough to offset the financial disaster, nor could they arrive in time to save 
the enterprise. Therefore, deep and major structural changes are in order. I am to- 
tally opposed to subsidizing USEC from the teix base. (If anything, USEC should pay 
back a portion of the advantage it enjoys from the Soviet windfall.) 

Therefore I believe major structural changes must be contemplated, and that will 
involve legislation. These are my thoughts: 

A) First, separate and delineate clearly and budget separately roles of national secu- 

rity/diplomacy from USEC. 

B) Have the Departments of Defense or Energy reclaim beneficial control over one 

GDP for national security purposes. The plant could be put in a hot standby 
configuration if there is no near-term need for HEU production. If there is a 
payment owed to USEC stockholders, make it. 

C) Compute mathematically any loss of USEC stockholder value due to the Soviet 

deal as it was implemented when marginal costs of production were less than 
the Soviet price, less any gain from the Soviet deal more recently (when USEC’s 
production costs have increased significantly). 

D) Encourage USEC stockholders to examine creatively the prospect of a merger or 

divestment with another enrichment supplier, or successful adjacent operator in 
the nuclear fuel cycle. 
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Mr. Chairman, I wish I could be more optimistic, and more helpful to the Com- 
mittee. I wish I had more definitive recommendations as to a solution. Thank you 
for the invitation to be here. 
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Mr. Whitfield. We will recess for about 10 minutes; and then 
we will come back, Dr. Stiglitz, and have your testimony and Mr. 
Miller’s. I apologize for this delay, but it won’t be very long. 

[Brief recess.] 

Mr. Whitfield. I would like to reconvene the hearing and Dr. 
Brewer had just finished his testimony. So, Dr. Stiglitz, if you 
would give us your testimony. 

TESTIMONY OF JOSEPH E. STIGLITZ 

Mr. Stiglitz. Thank you. It is a pleasure for me to appear before 
you to testify on this subject of the privatization of the U.S. Enrich- 
ment Corporation. As I point out in my written testimony, from 
1993 through 1997 I served as a member and chairman of the 
President’s Council of Economic Advisors. In that capacity I partici- 
pated in extensive discussions on the privatization issue. In my 
years on the council, I faced a large number of complicated and 
technical issues in which there was considerable uncertainty about 
the merits of alternative courses of actions. Decisions had to be 
made and these decisions entailed difficult judgment calls. The pri- 
vatization of USEC was different. This was an issue where there 
were serious large down-side risks and virtually no upside gains. 
What I want to do is describe what I thought of as the central 
down-side risks and what are the alleged benefits and why I 
thought they were so minuscule. 

The main basis of our opposition was really one that went to the 
issue of nuclear nonproliferation. And as economists, the reason 
that we were involved is that we had to assess what the incentives 
of USEC as a privatized entity would be. There had been this im- 
portant agreement that has been referred to a number of in — a 
number of times where we were bringing in the HEU from Russia. 
I think all of us believed very strongly this was a bipartisan Bush- 
Clinton initiative, getting as much of that into the United States 
as fast as possible. So we thought that was very important; and as 
economists we then had to ask the question if it were privatized, 
would there — what would their incentives be. We came to the very 
strong conclusion that it was not — it would not be in their interest 
as a privatized entity to maintain that flow of HEU and that they 
would engage in one way or another a variety of ways of trying to 
do everything they could to stop that flow coming in. 

One way of putting it, we ar^ed that there was an inevitable 
conflict of interest between the interest of the privatized new mo- 
nopoly in the U.S. and the national interest in seeing that as much 
of the uranium be brought into the United States as possible. We 
have seen — even while USEC remained under Timbers within the 
U.S. Government, we have seen manifestations of the potential 
conflict of interest and the dissembling to which it could give rise. 

When Russia offered to increase its sales substantially, USEC 
declined the offer and payment could only be interpreted as hush 
money to keep the agreement secret. Even after the secret agree- 
ment was signed, representatives of USEC in a meeting at the old 
executive office building denied that they would ever engage in ac- 
tivities that would slow down the flow of enriched uranium. They 
would always put the national interests first and they said it with 
seeming conviction. But to be sure when they made those strong 
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denials, they were unaware that there were those at the meeting 
who already new about the secret agreement that they had already 
signed or that the council of economic advisors would manage to 
learn of its contents within days. There were other examples, mani- 
festations of conflicts of interest that I don’t have time here to talk 
about and I didn’t in my testimony; but if you want a more ex- 
tended discussion, I could do that. 

At the council, we also addressed the issue of whether there were 
mechanisms of regulatory oversight that would be able to address 
effectively the issues of conflict of interest; and we came to the con- 
clusion that that would be very difficult, and some of the discussion 
earlier today has highlighted some of the difficulties, for instance, 
oversight on the safety issue and the kind of bind that the govern- 
ment would get into if they failed to meet the regulatory require- 
ments. So we, in fact, had anticipated that; and that had been a 
source of our concern. Those on the other side said well, don’t 
worry about these things. Regulation oversight will take care of it. 

There were other problematic issues associated with privatiza- 
tion, one of them being competition policy. Those in the antitrust 
division shared our view that this was not an industry that was 
competitive; and, therefore, normal private market forces were not 
at play. 

The conclusion I just had time to touch on was that there were 
clear down-side risks, and the question then is were there off-set- 
ting benefits. And our belief was strongly that there were not be- 
liefs — there were not benefits to anyone who is not absolutely com- 
mitted to privatization as an end in itself. Only if you took that as 
your goal, would privatization be something that you would say is 
valuable. 

The economic benefits, the efficiency gains that had been hoped 
from privatization, actually there have been enormous gains al- 
ready in the preceding years through the process of 
corporationization. So the benefits that one would hope to get from 
privatization, we do not anticipate any significant further benefits. 

Moreover, the standard argument for privatization which is de- 
rived from intense competition from private firms were not applica- 
ble in this case precisely because this is not a market in which 
most of the other firms are private. In fact, all of the other firms 
in the world have a very large public role. And there is actually a 
high degree of market concentration. 

One of the alleged benefits of privatization was that it would pro- 
vide funding for the new AVLIS technology. We engaged in con- 
sultations on this matter and came to the view that the prospects 
for the new technology were limited at best. 

We also came to the view that this was not what you might call 
a clean privatization. That is to say the government was assuming 
a whole variety of liabilities not only environmental but the kind 
that Representative Strickland talked about earlier; and so this is 
not the kind of usual privatization that you think of where you 
have a clean transfer of assets to the private sector of a steel mill 
or something like this. This was an area where there was inherent 
conflict, inherent important public role that could not be separated 
from the privatization process. 
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One of the driving forces for privatization was obtaining the 
President’s commitment to a balanced budget, an issue which 
seems particularly irrelevant given today’s budgetary situation. 
Things turn around quickly in this world. But as an economist, this 
argument was especially questionable since privatization revenue 
shouldn’t even be included in the budget since they constitute a 
sale of an asset. So our view was this was a whole bogus issue. But 
even if you took it on its face, the fact of it is that if you look at 
the privatization and how much revenue did the Government get 
and a point that has already been made, $1.9 billion; but then you 
ought to subtract out the fact that it was given all this uranium. 
Anybody can sell uranium. You were talking about selling the cor- 
poration. At one time they actually also talked about putting cash 
reserves. Selling cash is not very difficult either. 

The interesting thing, of course, is that there is an incentive to 
boost up the value of the total enterprise, the corporation including 
the uranium, because, of course, the commissions that are given 
are based on the total asset sale — the commission to the companies 
that do the sale are usually based on asset value. So they include 
the $1.9 billion, not the $900 million or whatever is the value of 
the company. So they were getting very large commissions on the 
sale of uranium, and I am sure anybody else selling uranium would 
have enjoyed commissions at those levels. 

As it turned out, many of the concerns that we raised in the 
course of the privatization debate seemed unfortunately to have 
been borne out. The AVLIS technology was abandoned. The reve- 
nues raised were not substantial and the budgetary situation clear- 
ly made the whole issue barely germane. According to newspaper 
reports, the privatization at times has put at risk a broad range 
of negotiations over nuclear proliferation issues. 

And again USEC has expressed at times reluctance at continuing 
the importation of material from Russia. The regulatory issues that 
we were concerned about have again surfaced in an important way. 
The national benefits from the privatization have yet to be dem- 
onstrated. The risks presented are already all too apparent. And let 
me just conclude on one remark about the decisionmaking process 
itself 

I regret that there was not a full, open discussion of the issues 
prior to privatization. I cannot see how any issue of national secu- 
rity was served by the secrecy and lack of transparency that sur- 
rounded so much of the privatization process. Greater openness 
would have subjected the decision to more intensive public scru- 
tiny, and that scrutiny I believe may well have led to a different 
outcome, one that I still believe would have been far more in accord 
with our overall national interests. Thank you. 

[The prepared statement of Joseph E. Stiglitz follows:] 

Prepahed Statement of Joseph E. Stiglitz, World bank 

It is a pleasure for me to appear before you to testify on the subject of the privat- 
ization of the U.S. Enrichment Corporation (USEC). During the period 1993 through 
1997 I served as a member, and then Chairman, of the President’s Council of Eco- 
nomic Advisers. In that capacity, I participated in extensive discussions on that 
issue. In my years on the Council, I faced a large number of complicated and tech- 
nical issues, in which there was considerable uncertainty about the merits of alter- 
native courses of actions. Decisions have to be made, and these decisions entail hard 
judgment calls. 
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The privatization of USEC was different. This was an issue where there were se- 
rious, large downside risks, and virtually no upside gains. It was an easy judgment 
call, one that I came to feel strongly about, and where my judgment was shared 
by all those in the Council and its staff who looked at the issue. It was a view, by 
the way, which was also shared by those in the academic community (mainly those 
involved in national security issues), with whom I discussed the issue.' While I was 
Chairman, we succeeded in presenting the adverse case against privatization suffi- 
ciently effectively that it was delayed, but as you all know, shortly into the Adminis- 
tration’s second term, the privatization was finalized. 

Central to the Council’s opposition to privatization was a concern about issues of 
nuclear non-proliferation. We strongly agreed with the commitment of both the 
Bush and Clinton Administrations that it was in everyone’s interest that as much 
of the enriched uranium from the nuclear warheads be deenriched and transferred 
to the United States as quickly as possible, and were highly supportive of the 
swords-to-ploughshares agreement made with Russia that entailed the de-enriched 
uranium being use for nuclear power plants. USEC had been assigned the role of 
the exclusive agent for bringing the material into the United States and marketing 
the LEU (low enriched uranium) to electric utilities. This made sense, given the 
dominant market share that the USEC, at the time, a public entity, had, not only 
in the United States, but around the world. But privatization would change all that. 
Our analysis showed convincingly and beyond any shadow of a doubt that it would 
not be in the interests of a privatized USEC to bring the material into the United 
States; the costs of producing enriched uranium (especially at the low rates — ar^- 
ably below market — at which USEC obtained electricity) were less than the fair 
market price at which USEC would be required to purchase the material from Rus- 
sia. There was an inevitable conflict of interest — between the interests of the 
privatized near-monopoly in the U.S., and the national interests in seeing that as 
much of the uranium be brought into the United States as possible. 

We had seen manifestations of the potential conflict of interest — and the dissem- 
bling to which it could give rise — even while USEC remained within the public sec- 
tor. When Russia offered to increase its sales substantially, USEC declined the offer 
and paid what can only be interpreted as hush money to keep the agreement in se- 
cret. Even after the secret agreement was signed, representatives of USEC denied, 
in a meeting at the Old Executive Office Building, that they would ever engage in 
activities that would slow down the flow of enriched uranium; they would always 
put the national interests first! To be sure, when they made those strong denials, 
they were unaware that there were those at the meeting who know about the secret 
agreement, or that the Council would manage to learn of its contents within days. 
But this was not the only example of a manifestation of a conflict of interest which 
I could relate before you today. 

An issue that we debated extensively was whether there were forms of regulatory 
oversight that could adequately address this and other conflicts of interest issues. 
There was also a debate about whether the threat of terminating USEC’s exclusivity 
in importing the enriched uranium sufficed to ensure “good behavior” on the part 
of the USEC. Our conclusion was that it was not, nor did we have confidence that 
an effective regulatory mechanism could be set into place. 

There were other problematic issues associated with privatization. For instance, 
the high level of market share raised concerns about the effectiveness of competi- 
tion. Given that, had USEC been in the private sector, it is unlikely that an agree- 
ment to become the exclusive agent for importing the material from one of the few 
competing sources would have passed anti-trust scrutiny. My concerns for the anti- 
competitive effects were shared by those in the anti-trust division of the Department 
of Justice with whom I spoke. 

There were thus clear down-side risks. Were there offsetting benefits? These were 
not apparent to anyone not absolutely committed to privatization as an end in itself 
Major efficiency gains had already been achieved, and it was not apparent that 
there were significant further efficiency gains to be had from privatization. More- 
over, the standard arguments for privatization, derived from intense competition 
from private firms, were not fully applicable in this case. USEC had a major share 
of the world market, there were only a few other firms; all of the other firms had 
substantially public sector ownership; and even if were later to become privatized, 
governmental interests in maintaining a supply of enriched uranium implied that 
there might not be the standard arms-length relationship to government. One of the 
alleged benefits of privatization was that it would provide funding for the new 


'At a meeting of the Council of Foreign Relations in which the issue was discussed, not a 
single individual could identify benefits of privatization which were at all commensurate with 
the risks. 



273 


AVLIS technology. We engaged in consultations on this matter, and came to the 
view that the prospects for the new technology were limited at hest. 

One of the driving forces for privatization was attaining the President’s commit- 
ment to a balanced budget — an issue which seems particularly irrelevant given to- 
day’s budgetary situation. As an economist, this argument was especially question- 
able, since privatization revenues should not even included in the budget, since they 
constitute just a sale of an asset. Indeed, while revenues in the year of the sale in- 
crease, revenues in subsequent years would decline. The long run impact on the 
public debt accordingly was likely to be small at best. As it turned out, the net rev- 
enue attained from the sale of USEC (net of fees paid for privatization and net of 
the sale of uranium which accompanied the sale of USEC) were sufficiently small — 
especially when account is taken of the future lost revenues — to make it clear that 
the benefit was not at all commensurate with the risks. 

As it turned out, many of the concerns that we raised in the course of the privat- 
ization debate seem, unfortunately, to have been borne out. The AVLIS technology 
was abandoned. The revenues raised were not substantial, and the budgetary situa- 
tion clearly made that whole issue barely germane. According to newspaper reports, 
the privatization, at least at times, has put at risk a broad range of negotiations 
over nuclear proliferation issues. And, again, according to newspaper reports, USEC 
has expressed at times reluctance at continuing the importation of the material 
from Russia. The national benefits from the privatization have yet to have been 
demonstrated. The risks presented are already all too apparent. 

Let me conclude by a remark about the decision making process itself. I regret 
that there was not a full, open discussion of this issue prior to privatization. I can- 
not see any issue of national security that was served by the secrecy and lack of 
transparency that surrounded so much of the process of privatization. Greater open- 
ness would have subjected the decision to more intense public scrutiny, and that 
scrutiny, I believe, might well have led to a different outcome, one that I still believe 
would have been far more in accord with our overall national interests. 

Mr. Whitfield. Thank you, Dr. Stiglitz. 

Mr. Miller. 


TESTIMONY OF RICHARD D. MILLER 

Mr. Miller. Thank you, Mr. Chairman. I am Richard Miller a 
policy analyst for the Paper Allied Industrial Chemical and Energy 
Workers Union, which, as you know, represents 2,000 worker at 
Portsmouth and Paducah gaseous diffusion plants, and another 250 
workers at the Honeywell-operated ConverDyn facility in Metropo- 
lis, Illinois. And with me are representatives of the local unions 
and workers at the Paducah and Portsmouth plants. 

USEC, it is important to understand, is more than a private com- 
pany simply seeking to satisfy shareholders. In order to privatize 
USEC, Congress mandated that USEC fulfill important public re- 
sponsibilities. Privatization would never have been approved by 
Congress had those important public responsibilities been aban- 
doned. So for USEC today to come in and say these are shackles, 
these are restrictions that were imposed upon us by the Govern- 
ment you have to understand fundamentally this never would have 
happened if those obligations had been abandoned. 

In fact, they were proposed by USEC in their privatization plan. 
How in fact did we wind up in the predicament where we are 
today? At least one point is that every red flag that was raised — 
and there were numerous — whether it was the conflicts of incen- 
tives between shareholders and our national security; whether it 
was whether you could mesh imports from Russia and maintain 
and operate two gaseous diffusion plants; whether it was possible 
to have a viable and economic domestic supply while the company 
was relying on cash-flow from glutting the uranium and conversion 
markets; whether it was even anyone did any due diligence to find 
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out if AVLIS will work. As we know, the joke was you will see 
Elvis before you see AVLIS. And I wish I had my Elvis mask today. 

Today, USEC is in deep financial trouble. Not only was $325 mil- 
lion required to bail out the Russian agreement just after privatiza- 
tion, largely as a result of the impact on the national uranium mar- 
kets, USEC came back looking for another $200 million precisely 
as one of the panelists here predicted. USEC is digging itself a 
deeper hole. It has borrowed another $200 million to finance stock 
buy-backs, it is paying out dividends in excess of its earnings, and, 
in fact, it appears as though that stock buy-back was precisely de- 
signed to drive down the credit rating in order to escape the Treas- 
ury agreement so they could close one, if not both, of the gaseous 
diffusion plants when the cost lines cross the revenue lines some 
time at end of 2003. 

The junk bond rating has clearly impaired their ability to finance 
new technology. And selling general and administrative costs have 
jumped 36 percent in the first 6 month of the current fiscal year, 
reflecting higher senior management salaries and the addition of 
blue-chip lobbyists who are plying the halls of government looking 
for assistance and seeking relief, particularly from this congres- 
sional oversight hearing. 

The central reason USEC was privatized through an IPO was 
based on Mr. Timbers’ claim that the private corporation was going 
to promptly deploy AVLIS. Transcripts, however, of the board of di- 
rectors meetings reveal that the other two companies bidding for 
USEC didn’t think AVLIS was going to work and several board 
members were troubled that highly sophisticated firms were saying 
that their basic business plan wasn’t going to work. 

Well, the independent advisor, J.P. Morgan, upon whom both the 
USEC board and the Department of Treasury relied for inde- 
pendent advice, said this about those who doubted AVLIS, quote. 
Let’s don’t forget what you all heard yesterday was not an unbi- 
ased technical expertise advice. Every one of those guys are clearly 
professional board spookers and they clearly had an agenda which 
was to convince this board, meaning the Federal USEC board, that 
what they were saying was right and what you all have done for 
the past 4 years is wrong. But rather than seek an independent re- 
view, the Chairman of the board called on Mr. Timbers, one who 
clearly had a self interest in the IPO outcome, to disparage his 
competitor’s view of AVLIS. He said every day privatization is de- 
layed is a day we delay the deployment of AVLIS. And yet less 
than a year after privatization, AVLIS is gone. Now USEC is dis- 
closing its considering closing one of the GDPs in contravention of 
the privatization act. And I would add none of the significant 
events that were testified to by Mr. Gensler can be found anywhere 
in the privatization act or the EPAct of 1992. They got invented out 
of thin air. 

Wall Street is urging closure of a plant on the grounds they 
would save $65 million a year. And yet experts, some of whom I 
know have briefed this committee, including John Longanecker, are 
of the view that USEC will likely have no uranium enrichment in- 
dustry in this country sometime after 2003 or 2004. So it won’t be 
a debate about which goes first, Portsmouth or Paducah. It will be 
both. 
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In July 2001, the restrictions on stock ownership which restricts 
shareholders from holding more than 10 percent of USEC’s stock 
expire. And at that point if USEC is worth more dead than alive 
as some suspect as they today, a liquidator will come in and will 
break them up. Now the question is, what would Congress do in 
that case? Would they be able to act at that point? Would the ad- 
ministration be able to act? Is there any reason to believe on the 
other hand that another solution which has been touted, which is 
a takeover by a bigger more financially solvent firm, might help? 
They may be more financially solvent, but they have the same 
shareholder incentives; and for that reason there will be no likeli- 
hood that both plants will be operated, there is no assurance the 
Russian agreement will be implemented if it is not in their eco- 
nomic interest, and the $1 billion to deploy centrifuges will never 
be coughed up, particularly if it is cheaper to liquidate than it is 
to invest. 

In fact, it is more likely than not that both gaseous diffusion 
plants will be closed before any new enrichment technology is ever 
deployed in this country. 

I see my time is running down. I would like to point to one other 
commitment Mr. Timbers made. Many of us doubted both gaseous 
diffusion plants would last to 2005; and the reason we doubted it 
was because of 5.5 million SWU a year coming into the country and 
how was he going to manage both GDPs at the same time. There 
were options proposed. Mr. Whitfield and Mr. Strickland here pro- 
posed legislation to create what we called at SWU bank a way for 
the Government to play a role taking some of the Russian SWU off 
the market and metering it in a responsible fashion, but that was 
rejected. 

Yet Mr. Timbers said in letters to us all operating plants consid- 
ered by USEC require the running of both GDPs until the year 
2004. He said I clearly stated no matter what scenario we looked 
at we will have to keep both plants up and producing for the fore- 
seeable future until at least 2004 just to meet customer demands. 
And I would like to further clarify these matters in the hope that 
there would be no further miscommunications by the union about 
them. 

Mr. Rainer reiterated those commitments just 2 months before 
privatization, and yet here we find ourselves confronting USEC 
manipulating its balance sheet in order to get out of Treasury 
agreement by buying back stock and driving down its credit rating. 
That was a Treasury agreement shot through with loopholes. Ev- 
erybody knew it. We tried to call the Treasury on it. They would 
not meet with us. They refused meetings. We tried to meet with 
the USEC board and you know what USEC’s advisors said? The 
union is complaining about nothing. They continue to complain 
about nothing. 

Mr. Whitfield. Mr. Miller, excuse me, if you could conclude. 

Mr. Miller. I apologize, Mr. Whitfield. 

Mr. Whitfield. Your testimony is very good. 

Mr. Miller. I am sure you will have an opportunity to already 
have read it. Let me just go to where we are. We have got two 
choices. We can follow the administration’s asleep-at-the-switch ap- 
proach, which is where we are. And you heard it in the testimony 
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before us. We can issue severance checks and seek appropriations 
for cleanup work that might hire 150 people. But there is no ad- 
ministration policy with respect to the problems wrought by this 
privatization. USEC’s signalling it’s triggered a significant event. 
They have told me privately they have triggered a significant 
event. It is pretty hard to imagine that anybody could believe they 
haven’t. 

Moreover, I expect fully that the administration, as Mr. Gensler 
testified, will continue to sit there like a deer staring in the head- 
lights, while they close the plants. We have heard nothing that 
causes us to believe they will investigate the breach of contract into 
which USEC has manipulated itself. 

Finally, how do we get out of it? And I’m sure this panel will ex- 
plore it. We’re not abashed to say that you are not going to save 
the domestic uranium mining and conversion industry unless this 
goes back in the Government, and the only question is how do we 
get there. 

[The prepared statement of Richard D. Miller follows:] 

Prepared Statement of Richard D. Miller, Policy Analyst, Paper, Allied- 
Industrial, Chemical & Energy Workers Union 

I am Richard Miller, a policy analyst for the Paper, Allied-Industrial, Chemical 
& Energy Workers Union (“PACE”). PACE represents 2,000 hourly workers at the 
Paducah, Kentucky and Portsmouth, Ohio gaseous diffusion plants, and 250 work- 
ers at the Honeywell uranium hexaflouride conversion plant in Metropolis, Illinois — 
the only enrichment and conversion plants in the United States. 

SUMMARY 

Congress authorized the Administration to privatize the government-owned USEC 
only on the condition that privatization: (1) would not be inimical to national secu- 
rity; (2) would provide for the continued operation of the Kentucky and Ohio ura- 
nium enrichment plants; (3) would provide for a reliable and economic domestic ura- 
nium mining, enrichment and conversion industry; (4) would provide for the long 
term viability of the enterprise; and that (5) the buyer would not be foreign owned 
or controlled. Subject to the fulfillment of Congressional mandates. Treasury was re- 
quired to maximize the proceeds from privatization. On July 22, 1998, USEC’s 
Board led, by its Chairman, William Rainer, voted 3-1 (with the fifth member ab- 
staining) to approve privatization via an Initial Public Offering (“IPO”). 

USEC, Inc. (hereafter, the private company will be referred to “USEC, Inc.”) oper- 
ates the Department of Energy’s (“DOE”) two uranium enrichments plants in Ohio 
and Kentucky, the only domestic sources of enrichment capacity in the US. These 
plants supply fuel generating plants that provide approximately 20% of the coun- 
try’s electricity. 

USEC was also vested with the responsibility for the uneconomic, but essential, 
non-proliferation agreement on behalf of the US government: the U.S.-Russia Highly 
Enriched Uranium (“HEU”) Agreement. USEC markets $475 million/year of blend- 
ed-down highly enriched uranium derived from Russian warheads to nuclear utili- 
ties for use as reactor fuel. 

Today, USEC is in financial trouble. It has sought $200 million in government aid 
to cure the defects that were evident from the outset of privatization. Prior to pri- 
vatization, the contradictions inherent in USEC’s fulfillment of its domestic, na- 
tional security and shareholder obligations were brought to the attention of USEC’s 
Board, the Treasury Department, the Energy Department and the White House. 
These decisionmakers knew that implementation of the Russian agreement would 
displace 47% of USEC’s production and drive up production costs at the enrichment 
plants. These decisionmakers also knew USEC would become the high-cost producer 
in an oversupplied world market with declining prices, making it difficult to survive 
against its three other competitors — all government-controlled enterprises. But the 
entire process was conducted in needless and unlawful secrecy. Smart people are 
more likely to do stupid things when they close themselves off from outside criticism 
and advice. 
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The central reason USEC was privatized through an IPO was based Mr. Timbers’ 
claim that the private corporation would promptly deploy an AVLIS, a new tech- 
nology that had the potential to make USEC the low-cost supplier worldwide. Tran- 
scripts of USEC’s secret Board Meetings reveal that the other two companies who 
were bidding for USEC were dubious, at best, about commercializing AVLIS. One 
Board member recalled industry joke: “You’ll see Elvis before you see AVLIS.” Rath- 
er than obtain an independent review of the commercial viability of AVLIS, the 
Chairman called upon an admittedly “very biased” CEO Nick Timbers, to disparage 
his competitors’ views of AVLIS. Less than a year after privatization, the same 
managers pulled the plug on AVLIS. 

USEC has disclosed that it is considering the closure of one gaseous diffusion 
plant (“GDP”), in contravention of the Privatization Act and USEC’s pre-privatiza- 
tion commitments to run both plants through 2004. Wall Street is urging closure, 
on the premise that USEC would save net $66 million/year h Meanwhile, USEC con- 
tinues to spend heavily on dividends, stock buybacks, and high executive salaries. 

Today our testimony will ask why was privatization was botched so badly, what 
is the prognosis, and what steps should Congress take next? One feasible solution: 
establish a government-owned corporation similar to the one establishing USEC in 
EPAct of 1992, and have this enterprise develop a plan to take over the US Russia 
HEU Agreement, the operations of the GDPs, and the competent management of 
USEC’s inventories. 

USEC, INC. HAS ALREADY JEOPARDIZED FOUR MANDATED PUBLIC RESPONSIBILITIES 
THAT IT FREELY ASSUMED AS PREDICATE TO PRIVATIZATION 

USEC Inc. was vested by statute and contract with important public responsibil- 
ities. USEC now portrays these responsibilities as shackles; in fact, they were pro- 
posed by USEC in the plan submitted to the Administration on behalf of privatiza- 
tion. Now, only 18 months after privatization, four of these responsibilities have 
been or will soon be jeopardized, absent government intervention. 

• implement a 20 year government-to-government agreement between the United 

States and Russia to import 5.5 million SWU/year of Low Enriched Uranium 
derived from nuclear warheads. EPAct of 1992 required that privatization “not 
be inimical to the common defense and security.” (42 USC 2297d-l) 

• continue operations of the Energy Department’s two gaseous diffusion plants in 

Portsmouth, Ohio and Paducah, Kentucky (42 USC 2297h-2); 

• provide for the protection of the public interest in maintaining a reliable and eco- 

nomical domestic source of uranium mining, enrichment and conversion services 
(42 USC 2297h-2); and 

• provide for the long-term viability of the corporation (i.e. deploy next generation 

technology) (42 USC 2297h-2). 

USEC’s FINANCIAL PLIGHT IMPAIRS ITS FULFILLMENT OF PUBLIC OBLIGATIONS 

In the 18 months since privatization, the commitments that were made prior to 
privatization — especially those to maintain a reliable and economic domestic ura- 
nium mining, enrichment and conversion industry — are dissolving amidst the force 
of USEC’s financial difficulties. Objective indicators include: 

• USEC, Inc. has announced layoffs/separation of 1450 workers — fully 1/3 of the 

workforce. Honeywell, the sole domestic UF6 “conversion” plant, has laid off 
20% of its workforce since privatization. 

• USEC, Inc.’s credit ratings were downgraded 3 notches by Standard & Poors from 

BBB-h (investment grade) to BB-h (below investment grade or “junk bond” sta- 
tus). 

• The Nuclear Regulatory Commission has commenced a review to determine if the 

credit downgrades will be inimical to the maintenance of a reliable and eco- 
nomic source of domestic enrichment services over a 5-year period. 


1 BNY Capital Markets, Research Report, April 7, 2000, pp IIUSEC will likely shutdown the 
nation’s enrichment industry over the next 3 years. This will result in total dependence on for- 
eign sources for nuclear power plant fuel. lUSEC, Inc’s, liquidation, or its gradual trans- 
formation into a uranium brokerage operation, hoth plausible outcomes, would eliminate all do- 
mestic production. Some believe that a takeover by a larger company will rescue USEC, Inc. 
But there is no reason to believe that a takeover will keep two plants open, assure the Russian 
agreement is implemented, or provide the $1+ billion needed to deploy lower-cost enrichment 
technology. It is more likely than not that both gaseous diffusion plants will close before a new 
technology can be designed, licensed and deployed — unless the government is running the enter- 
prise. 
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• USEC’s key to long-term viability — low cost AVLIS enrichment technology — was 

terminated as uneconomic less than a year after privatization. The non classi- 
fied portion of the government’s $1.7 billion investment was auctioned off at an 
abandoned K-Mart for less than $1 million. 

• USEC, Inc’s power costs are up 50% at Paducah since privatization. 

• USEC, Inc. projects a steep decline in earnings in the year beginning July 1 ($35- 

$45 million). This is <10% of the earnings in 1995. The lion’s share of 2001 
earnings will come from monetizing part of the Energy Department’s firm power 
contracts at Portsmouth. 

• Merrill Lynch, one of USEC’s IPO underwriters, downgraded its recommendation 

on USEC, Inc.’s stock to “neutral” and noted that USEC’s condition is “worse 
than we feared.” 

• USEC, Inc.’s stock price, which measures investors’ reaction to its plan for main- 

taining competitiveness, has dropped to $4.50 from the $14.25 IPO price. 

USEC, Inc. is digging an even deeper hole for itself: 

• Since privatization, USEC, Inc. borrowed another $200 million, largely to finance 

the buyback of 30 million shares and pay dividends that exceed earnings. The 
debt to equity ratio has increased from 33% to 40%. 

• Selling, general and administrative costs have jumped 36% in the first 6 months 

of the current fiscal year This reflects significantly higher senior management 
salaries, an increase in headquarters staff) and the addition of blue chip lobby- 
ists who are plying the halls of government looking for “assistance” and relief 
from Congressional oversight. 

• The junk bond credit rating has impaired USEC, Inc’s ability to finance new tech- 

nology. Even with possible technology sharing arrangements with the Energy 
Department, USEC, Inc. may be bankrupt or liquidated by the time it is ready 
to break ground on centrifuge technology — assuming it is an economic path for- 
ward. 

• USEC, Inc. is losing 785,000 lbs of R-114 freon coolant per year. At this rate, 

USEC, Inc. will run out of its inventories of R-114 by September 2001. R-114 
has been banned under the Montreal Protocol, costs about $ 12/lb and is very 
scarce. Equipment modifications at Portsmouth are needed for alternative cool- 
ants, but these have not commenced. USEC, Inc. will have to close the Ports- 
mouth plant if it does not upgrade for alternative coolant. Without replacement 
coolant, even the government could not run these plants. 

Privatization has jeopardized implementation of the U.S.-Russia HEU Agreement: 

• Shipments under the U.S.-Russia HEU agreement were suspended shortly after 

privatization because of privatization’s adverse impact on natural uranium mar- 
kets. A $325 million bailout was required to restore shipments in April 1999. 

• USEC, Inc. informed the Administration and Congress that it would terminate its 

role as Executive Agent of the HEU Agreement on December 1, 1999, if it did 
not receive $200 million in assistance. USEC, Inc. argued it deserved assistance 
to compensate for low market prices. This assistance was denied, in part, be- 
cause USEC, Inc. advised Wall Street that it was going to announce a stock re- 
purchase plan, and keep paying dividends, and in part because it was unwilling 
to keep its commitment to operate both GDPs through 2004. 

THE ROOT OF USEC’S ECONOMIC PROBLEMS 

USEC is a high-cost producer in an oversupplied market competing with govern- 
ment-controlled enterprises. Its production, brokerage, and technology development 
activities are independently and collectively impaired. 

A. Domestic uranium enrichment economics: 

Today, USEC is writing new long-term contracts at $80-83/SWU, but its produc- 
tion costs at the GDP’s average $95-i/SWU. The reason USEC is generating profits 
at all is that the “order book” of customer contracts assumed by USEC upon privat- 
ization included contracts priced at $125/SWU, which has fortunately kept its aver- 
age selling price at approximately $110/SWU this year. But this cash cow is going 
to run dry, because the high-priced contracts will expire between 2001 and 2003. 
At that point USEC will confront negative operating margins on its GDPs, absent 
a major recovery in SWU prices or dramatically lower electricity costs. 

USEC’s domestic production economics have been substantially impaired by 
brokering 5.5 million SWU/year of Russian-origin Low Enriched Uranium (“LEU) 
derived from nuclear warheads. The HEU deal has displaced 47% of USEC’s domes- 
tic production. Prior to the Russian Agreement, USEC made 13.6 million SWU/year 


2 SEC Form 10-Q for USEC, pp. 11, February 7, 2000 
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at the two plants. But USEC has had to cut production by nearly 50%. This raises 
unit production costs, as there are fewer units of production over which to distribute 
fixed costs. Thus, even as USEC cut payrolls by 500 in 1998-1999, its average pro- 
duction costs nonetheless jumped from $78.50/SWU in 1995 to $97 SWU in 2000. 
The additional 850 layoffs slated for July 14, 2000 will cut production costs by ap- 
proximately $5.50/SWU, but will not restore profitability to domestic production. 

Pressured by the need for cash flow to pay out dividends that exceed its earnings, 
and implementing a 30 million share buyback, USEC has raised cash by selling off 
its inventory of natural uranium and UE6 conversion products. These aggressive 
sales have driven down the market price for UF6 conversion services^. Without 
some improvement in the conversion market, major layoffs are inevitable. USEC’s 
sales of government-provided inventory, in short, are eroding the viability of the 
only domestic conversion plant in the US. 

USEC’s production costs have also been driven up by summertime spikes in power 
cost. The Paducah is plant is exceptionally vulnerable to price spikes because it is 
almost exclusively reliant upon off peak power. However, the impact has been par- 
tially offset by sale of blocks of unused firm power at Portsmouth. 

B. Brokering the Russian HEU Agreement Economics 

USEC pays an average of $88/SWU (including shipping) for the 5.5 million/year 
of SWU from Russia. These sales are economic when USEC, Inc. fills its order book 
of contracts valued at as much as $125/SWU. It is not economic when, as now, 
USEC enters in new contracts at a market price of $80-85/SWU. 

USEC is trjdng to extend the Russian contract at a much lower price, estimated 
to be 15% below market price ($68-70/SWU). The Russians are reportedly willing 
to consider market realities, but the size of the price reduction sought by USEC is 
unlikely to be accepted by the Russians. Moreover, USEC is unlikely to close a deal 
anytime soon, as the Russians gain leverage the closer they get to the contract expi- 
ration date of December 31, 2001. Political developments in Russia also counsel 
against swiftly concluding a deal for a 20% price reduction. 

USEC’s marginal cost of production (outside of four summer months) is about $60/ 
SWU Based on the $88/SWU Russian cost, USEC points out this amounts to an op- 
portunity cost of approximately $100 million per year to USEC shareholders (a cost 
disclosed in USEC’s S-1 prospectus). This disincentive, as noted above, drove USEC 
to threaten to terminate as the US Government’s Executive Agent due to the impact 
to its shareholders. 

C. USEC, Inc. Has No Advanced Technology and Cannot be Competitive with GDPs 

Alone 

Although the Energy Department and USEC invested $1.7 billion, AVLIS was de- 
termined by USEC, Inc. not to be commercially feasible. With 50 year old GDPs and 
no proven advanced technology option, USEC, Inc. has no clear path to future com- 
petitiveness. With weakened financials USEC, Inc. would find it difficult, if not pro- 
hibitively costly, to raise funds to deploy replacement centrifuge enrichment tech- 
nology that is used by Urenco, its primary European competitor. 

THE DETERMINATION TO PRIVATIZE WAS MADE IN DISREGARD OF REPEATED AND 

NUMEROUS “red FLAGS” SHOWING THAT PUBLIC MANDATES COULD NOT BE HONORED 

Pursuant to Court order, PACE obtained transcripts of the secret USEC Board 
of Director’s meetings. The transcripts show the decision to privatize was made in 
disregard of red flags that should have given pause regarding the viability of the 
privatized corporation and its ability to meet national security and domestic man- 
dates. Rather than investigate these warnings, those responsible for privatization 
too eagerly deferred to the claims of (a) USEC management, who stood to retain 
their jobs and attain major pay increases and (b) the “independent” financial advi- 
sors, who had $7.5 million in success fees tied to a “Yes” vote to privatize. 

A. Prior to Privatization USEC Steadfastly Committed to Continued GDP Operation; 

It Contrived an Escape from these Commitments Within 18 Months of Privatiza- 
tion 

Prior to privatization, USEC management vigorously maintained it could imple- 
ment the US Russia HEU agreement and continue operations of both uranium en- 


3 “Conversion” is the process of converting yellow cake to UF6. UF6 is the feedstock that goes 
into the GDPs. 
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richment plants. On April 24, 1997, USEC’s CEO Mr. Timbers wrote to OCAW"* 
President Robert Wages: 

“All operating plans considered by USEC require the running of both GDP’s 
(gaseous diffusion plants) until the year 2004.” 

“I clearly stated no matter what scenario we looked at, we will have to keep 
both plants open and producing for the foreseeable future, at least until 2004, 
in order to meet customer demands.” 

USEC refused to produce numbers to show how USEC could operate both GDP’s. 
Mr. Timbers nonetheless scolded the union for doubting management’s credibility: 

I would like to further clarify these matters in hopes that there would be no 
further miscommunications by OCAW about them. 

When, on May 1, 1998 OCAW questioned how the statutory requirement to oper- 
ate both GDPs would be enforced post-privatization. Board Chairman William 
Rainer wrote: 

“We would remind you that Nick Timber’s letter of April 24, 1997 to you ad- 
vised OCAW of USEC’s policy position that both GDPs would operate at least 
through 2004. This remains our position as we review the various privatization 
options.” 

On June 29, 1998, the Treasury Department and USEC released an agreement 
on Post Closing Conduct (“Treasury Agreement”). The agreement, incorporated in 
the sales contract, requires USEC to maintain operations of both gaseous diffusion 
plants through December 31, 2004. On review of the agreement, OCAW wrote to As- 
sistant Secretary of Treasury Gary Gensler that the Agreement was “booby trapped” 
with loopholes, including the following “significant events” by which USEC can es- 
cape the statutory requirement: ^ 1. events beyond the reasonable control of USEC, 
such as natural disasters; 2. a decrease in annual worldwide demand to no less than 
28 million SWU; 3. a decline in the average price for all SWU under USEC’s long- 
term firm contracts to no less than $80 per SWU (in 1998 dollars); 4. a decline in 
operating margin below 10% in a consecutive 12 month period; 5. a decline in the 
interest coverage ratio to below 2.5x in a consecutive 12 month period; or 6. if the 
long term corporate credit rating of USEC is, or is reasonably expected in the next 
12 months to be, downgraded below and investment grade rating. 

OCAW also asked the USEC Board for the opportunity to appear before it to ex- 
plain the problems with these loopholes. The request was denied and the Board 
transcripts show USEC’s legal advisors ridiculed OCAW’s concerns. Les Goldman of 
Skadden, Arps stated: “they [the union] continued to complain without giving rea- 
son.”^ 

Within 18 months of privatization, USEC has engineered a “two-step” escape from 
the Treasury Agreement. 

Step One: Mr. Timbers advised shareholders of his desire to rationalize “global 
over capacity.”’ In January, 2000 Congressional staff were advised that “USEC an- 
ticipates plant closure at either Portsmouth or Paducah to occur sooner than 2004. 
The January 25 USEC Board meeting discussed the possibility of plant closure.”* 

Morgan Stanley, the lead underwriter for USEC, Inc.’s Initial Public Offering, 
publically outlined a plan it had privately urged USEC to take to escape the Treas- 
ury Agreement: 

With aggressive stock buybacks, the debt could be downgraded to below in- 
vestment grade. That would be a formal condition allowing USU ® to shut down 
one unneeded production plant, which would save $100 million/year annually, 
according to management. But the physical capability to do all needed produc- 
tion at one plant may be year or more away. And there will be heavy political 
pressure fighting any such shutdown. 

Step Two: USEC followed the script laid out by Morgan Stanley. On February 3, 
USEC announced that, despite poor earnings prospects, it was repurchasing 20 mil- 
lion shares of stock. On February 4 Standard and Poors immediately downgraded 
USEC’s credit two notches to “below investment grade”. USEC verbally advised 
PACE that a “significant event” had been triggered under the Treasury Agreement. 


“^OCAW — the Oil, Chemical & Atomic Workers Union — is the predecessor to PACE. On Janu- 
ary 5, 1999 OCAW merged with the United Paper Workers International Union to form PACE. 
5 These exceptions were not found anywhere in the USEC Privatization Act. 

* Transcript, July 22, 1998, pp. 48 

’Remarks of William H. Timbers, USEC, Inc. Board of Directors Meeting, November 3, 1999 

* Letter from Senators George Voinovich and Mike DeWine and Representative Ted Strickland 
to William H. Timbers, January 26, 2000. 

^USU is the stock trading symbol for USEC. 

Instock analyst report by Kit Konolige, Morgan, Stanley, Dean Witter, Downgrade, Another 
Miss, Catalysts Still Far off, February 4, 2000, pp. 4. 
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On January 26, PACE wrote to USEC’s Board urging it to hold off on rumored 
stock buybacks and dividend payments because this would compromise the Treasury 
Agreement. We urged USEC, Inc.’s Board to evaluate whether the corporation could 
be viable without substantial government assistance. USEC, Inc.’s Board never ac- 
knowledged our letter, leading us to question whether Mr. Timbers ever shared it 
with his Board. 

At the same time. Senators Voinovich, DeWine and Representative Strickland 
wrote USEC’s Board: 

“We are forced to question whether USEC entered into the Agreement on Post 
Closing Conduct in good faith. It appears to us because of USEC’s current con- 
sideration of plant closure, whether it is Portsmouth or Paducah, that USEC 
entered into the agreement with fully considering the effects that market supply 
[from Russia] would have on our country’s enrichment activities.” 

Minutes of USEC’s Board meetings from 1996, that had been unlawfully withheld 
for a year under the Government in the Sunshine Act, reveal that as a government- 
owned corporation USEC had, in fact, considered plans that included closing a plant 
prior to privatization. The August 7, 1996 minutes state: 

“the supply mix assumed in the ‘Strategic Plan’ was not a vote to shut down 
the plants, but represents a possibility.” 

This raises concerns about the veracity of USEC’s management’s representations. 
The USEC Privatization Act of 1996 (PL 104-134) had already been signed into law 
on April 26, 1996, with a requirement to continue operations of both gaseous diffu- 
sion plants as a pre-requisite for privatization. 

On February 22, 2000, PACE verbally advised Treasury officials that USEC, Inc. 
had triggered a “significant event” under the Treasury Agreement, and that USEC, 
Inc. had taken steps which appeared to involve bad faith conduct. Treasury refuses 
to investigate whether USEC, Inc. has subverted the Treasury Agreement in bad 
faith. Treasury refuses to even acknowledge that a “significant event” has occurred, 
even as USEC, Inc. announced that fact in February 7, 2000 Securities and Ex- 
change Commission filing. We are at a loss to explain the calculated indifference 
by the Administration. 

The lessons are clear. USEC made promises before privatization, but they were 
memorialized in loophole-ridden agreements. Protestations that the loopholes were 
big enough to drive a truck through were summarily dismissed. With the Adminis- 
tration looking the other way, these promises are now being broken. 

B. USEC and the Administration Ignored a Congressionally Proposed Solution to the 
Conflict Between the Russian Agreement and Continued Operations of the GDPs 

The twin goals of Implementing the US-Russia HEU Agreement and continuing 
operations of the both gaseous diffusion plants were never meshed prior to privat- 
ization. 

Seeking to pre-empt the conflict that has predictably emerged. Representatives 
Ted Strickland and Ed Whitfield filed HR 3491, the Assisting Acquisition of Russian 
Material Act, on May 21, 1998, two months prior to privatization. The “Findings and 
Purposes” spelled out the problem and a possible solution to the problem USEC, Inc. 
claims unfairly shackles it two years later: 

“The execution of the Russian HEU Agreement will significantly increase the 
supply of LEU (Low enriched) fuel available in the United States marketplace; 
and, as a result and in order to balance supply with demand, the privatized 
United States Enrichment Corporation may have to take actions contrary to or 
inconsistent with maintaining long-term viability, continued operation of the 
gaseous diffusion plants, and a reliable and economical domestic source of ura- 
nium mining, enrichment, and conversion services, and other statutory require- 
ments . . .” 

“The principal responsibility for ensuring the faithful implementation of the 
United States obligations under the Russian HEU Agreement, which is a gov- 
ernment-to-government agreement, lies with the Department of Energy; and the 
execution of those obligations is an inherently governmental function under the 
foreign policy of the United States.” 

“Therefore, the Department of Energy shall, subject to appropriations, acquire 
directly or from the United States Executive Agent such amounts of the Russian 
HEU converted to LEU under the Russian HEU Agreement, and withhold such 
amounts from resale into the private market for such period of time, as may 
be necessary to fully achieve the national security goals of the United States 
under the Russian HEU Agreement and to allow a privatized United States En- 
richment Corporation to meet the statutory requirements of the privatization.” 

At the time the bill was filed, USEC management, not wanting to concede the in- 
compatibility of the privatization with operating two GDPs and keeping the Russian 
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HEU deal alive, rejected the concept offered by HR 3491. They said Congress would 
never appropriate funds because the Russian Agreement had to be cost free for the 
government. Ironically, USEC was back 18 months later looking for a way to have 
the government carry the costs of the Russian HEU Agreement on behalf of their 
shareholders. 

C. The Secret Transcripts Confirm that the Decisionmakers Failed to Perform Due 
Diligence on the National Security Impacts of Privatization 

1. At the time they decided to privatize, the USEC Board and the Treasury Depart- 
ment were on the broadest notice that due diligence required renewed review of the 
conflict between national security and shareholder interests. 

In the weeks before the July 28, 1998 the Administration was put on the most 
visible notice of the uniform concern of independent experts that privatization would 
imperil national security. In a Wall Street Journal op-ed, Joseph Stiglitz, former 
Chairman of the Council of Economic Advisors, wrote 

“That privatization is generally desirable is a core belief of modern econo- 
mists. Still many economists, including me, oppose the auction [of USEC] which 
would be the most significant privatization effort in a decade.” 

“As an economist I believe in the power of incentives. That’s why the auction 
[of USEC] is so worrisome. The management of a privatized USEC would have 
a responsibility to its shareholders to maximize market value. That goal is like- 
ly to conflict with national security. This potential conflict of interest could be 
a major threat to national security because of the crucial role of USEC in our 
nuclear non proliferation efforts.” 

At the time of the Board’s final deliberations, nationally recognized experts on the 
Russian agreement expressed strong concern about the effect of privatization. On 
June 26, 1998 Senator Pete Domenici — a prominent proponent of privatization — 
wrote to National Security Advisor Sandy Berger: “In recent days I have become 
concerned that aspects of the pending sale . . . may have a serious impact on imple- 
mentation of the HEU Agreement and therefore national security.” He added, “I am 
not certain that a privatized executive agent can still function in the ways necessary 
to carry out the national security objectives of the HEU Agreement.” 

Days before the IPO was announced, Senator Domenici learned that USEC would 
enter the private market with 30 million more pounds of government uranium than 
was assumed when the 1996 USEC Privatization Act was adopted. Mr. Domenici 
was concerned that the unanticipated sale of this inventory into the market would 
lead to a reduction in uranium market price, thereby causing an unplanned reduc- 
tion in the value received by the Russian government as part of the U.S. -Russia 
HEU Agreement. These developments “could significantly reduce the Russian Eed- 
eration’s incentive to continue the Agreement.” 

In fact, the Russian government stated its concern that privatizing USEC with 
a 70 million pound inventory of natural uranium would significantly devalue a 
major component of the US Russia HEU Agreement. In a July, 1998 letter to Sen- 
ator Domenici, Russian Minister E.O. Adamov stated “the execution of the Agree- 
ment [US-Russia HEU Agreement] is rapidly deteriorating” as a result of privatiza- 
tion. (Letter attached). 

On July 16, PACE asked to address USEC’s final board meeting to discuss wheth- 
er a bailout of the Russian Agreement might be required. This request was denied. 
Meanwhile 47 members of the House wrote the Administration asking them to stop 
the privatization. 

On July 20, Senator Domenici advised the Vice President’s National Security Ad- 
visor Leon Fourth, and others that the Administration would be wise not to proceed 
with privatization, as conceived, because it “could imperil the HEU Agreement”. 
Senator Domenici wrote: “If this means that you would have to resticker the S-1 
[Prospectus], so be it.” 

A July 20, New York Times editorial (“Nuclear Security for Sale) , predicted that 
privatization “promises rich underwriting fees for Wall Street. But this deal offers 
little economic gain for the taxpayer and risks big losses for American nuclear secu- 
rity.” 

2. The Secret Transcripts Show that USEC Board Chairman William Rainer, and 
USEC’s consultants, thwarted due diligence on national security. 


^ ^ Oped entitled, “This Privatization Proposal is Radioactive,” Wall Street Journal, Joseph E. 
Stiglitz, June 2, 1998. 

i^The experts included Tom Neff, the MIT physicist who has heen credited with conceiving 
the HEU agreement; Richard Falkenrath, a national security scholar at Harvard; General 
Burns, the now-retired officer who negotiated the HEU Agreement with Russia; and as men- 
tioned above, Joseph Stiglitz. 
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On July 22, 1998 the USEC Board met to finalize its privatization decision. The 
transcripts show that USEC Board Member William Burton’s multiple requests that 
the USEC Board be briefed by Senator Domenici and National Security staff were 
denied because “I was told that might inflame the market and so they wouldn’t be 
invited.” Indeed, Mr. Burton noted that Board had not even been provided with 
the Senator’s June 20th letter. 

In lieu of a briefing by official national security experts, Chairman Rainer asked 
USEC’s private lawyer from Skadden, Arps to brief the Board on national security. 
Following the lawyer’s statements, Board Member Burton reiterated that the Board 
was being kept in the dark: 

I don’t think we have enough information in light of this issue that has risen 
up. There has been a ton of press, a ton of meetings, everybody who’s been in- 
volved in it except this Board, and we can’t even get a briefing on them.'^ 

Shortly following the July 28, 1998 privatization, Russia suspended shipments 
under the HEU Agreement due to the adverse impacts of USEC privatization on 
natural uranium markets. At the Administration’s request, Congress was asked to 
appropriate $325 million to bail out the Agreement as part of a deal to offset the 
harm to Russia from USEC privatization. Cynically, senior Administration officials 
were planning to seek Congressional bailouts even before the Initial Public Offering 
was concluded. But this information was conveniently kept away from those who 
were asking questions on the USEC Board. 

3. The Public Concerns Soon Proved Correct — In fact, in October and November 
1999, USEC, Inc. threatened to terminate its role as the Executive Agent under the 
US Russia HEU Agreement if it didn’t obtain substantial (up to $200 million) in 
government assistance. Predictions made by Dr. Stiglitz were confirmed. 

This threat induced the US government to seek out replacement executive agents. 
The Administration quickly discovered that a replacement executive agent would re- 
quire a subsidy to take on this uneconomic brokerage agreement, and that the con- 
flicts built-in to the privatization, which the Administration it had dismissed were, 
in fact, quite real. In response to USEC’s concerns, (a) the Administration was pre- 
pared to offer no more than it would have to expend to hire a replacement executive 
agent, and, (b) to the credit of the Energy Secretary, only if tJSEC, Inc. lived up 
to its previous commitments to keep both gaseous diffusion plants open through 
2004. USEC refused to cement the commitment that it had made only 16 months 
earlier, and further declared it was laying of 850 more workers regardless of govern- 
ment assistance. 

D. The Secret Transcripts Reveal that While Serious Doubts Surfaced About Whether 
AVLIS Could be Commercialized and USEC Could Ever Be Viable, Due Dili- 
gence Was Not Performed 

The transcripts show that the primary private bidders — Lockheed/Carlyle and 
General AtomicsATexas Pacific — told the USEC board that they planned to limit in- 
vestment in or defer deployment of AVLIS. Board members quickly realized that the 
doubt cast on AVLIS by technically sophisticated bidders called USEC manage- 
ment’s claims into question. USEC Board Member Christopher Coburn stated: 

It seems to me that we have a problem, because we have a critical technology 
which we have based our assumptions on for future performance throughout. 
We have one source of information. Now finally, we have several independent, 
if you count these bidders as being independent, sources seem to disagree with 
us.!*' 

Similarly, Board Member Margaret Greene stated: 
we got pretty consistent input from our first opportunity to have external 
sources give us input, that the AVLIS projections were not realistic. 

However, the transcripts show that USEC Board Chairman William Rainer was 
determined not to secure the requisite independent review of USEC’s management 
claims: 

“[i]t is not practical at this moment to bring in an independent knowledgeable, 
up to date expert on some of the issues that we heard yesterday that were in 
conflict with the business plan that management has put together and that this 
Board has supported now for over four years.” 


USEC Board Transcripts, July 22, 1998, pp. 53 
USEC Board Transcripts, July 22, 1998, pp. 50 
15 USEC Board Transcripts, July 22, 1998, pp.93 
i^USEC Board Transcripts, June 2, 1998, pp. 177 
15 USEC Board Transcripts, June 3, 1998, pp. 206 
15 USEC Board Transcripts, June 3, 1998, pp. 198 
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Indeed, Chairman Rainer permitted J.P. Morgan — USEC’s ostensibly independent 
financial advisor — to deprecate the technical analysis provided by management’s 
competition. With regard to the Lockheed/Carlyle presentation of their $1.8 billion 
bid, J.P. Morgan’s Jim Derryberry advised the Board of Directors: 

Let’s don’t forget what you all heard yesterday was not an unbiased technical 
expertise advice. Every one of those guys are clearly professional board-spookers 
and they clearly had an agenda, which was to convince this Board that what 
they were saying was right and what you all have done for the past four years 
is wrong. (Emphasis added) 

The Lockheed advice, Mr. Derryberry declared, “was very biased.” 

In lieu of independent review. Chairman Rainer invited USEC management to 
critique its competition behind closed doors: 

And at the risk of knowing that some of us may be tempted to dilute manage- 
ment’s argument about the IPO from the standpoint of potential conflict of in- 
terest, we know these people pretty well and each has a factor to divide it by. 
I nonetheless would like to hear management’s view, A, of some of the things 
that were raised yesterday that opposed to its and our current business plans; 
because, if management cares to talk about the advantages of an IPO as op- 
posed to an M&A.20 

USEC’s CEO Nick Timbers proceeded to attack his competition: 

We made the decision not to do, specifically not to do what [Lockheed] 
Carlyle’s proposing. And we think that all the test results that we’ve had over 
the last 18 months, that it has proven probably to be the right decision.^' 

Mr. Timbers further proclaimed: 

• “[AVLIS] is going to be the method by which this company stays viable” 

• “every day that privatization is delayed is delay of deployment of AVLIS.” 

• “we feel confident ... in the successes of the AVLIS development.” 

Mr. Timbers assailed his competition in secret while proclaiming he was “very bi- 
ased”: 

I’m very biased. I’m biased to our plan. I’m biased to the AVLIS plan that 
we have and I’m biased to what I think is a good operating plan that we have.^^ 

Mr. Timbers declared that AVLIS was uniformly supported by external studies: 

Eirst of all, there have been extensive external analysis of AVLIS . . . Since 
1994 . . . there has been one, two, three, four, five, six, external independent 
analyses ... so that there is substantial documentation about whether this is the 
correct approach, to check our theory. 

PACE asked for the analyses referred to by Mr Timbers. When the documents 
were provided a year after privatization, pursuant to PACE’s Freedom of Informa- 
tion of Act litigation, one of the reports stated that: 

Negative cash flows resulting from the deployment of either an AVLIS plant 
or a centrifuge plant are substantial. In none of the AVLIS cases does the cu- 
mulative cash flow turn positive in less than 12 years; the usual turning point 
is 16-18 years. 

USEC in-house and outside counsel — who both had a self-interest in the choice 
of the IPO^* — advised the USEC Board that the statutory criteria of “viability” 
would not be met absent commitment to AVLIS. When challenged. Counsel nec- 
essarily acknowledged that continuation of AVLIS did not itself appear as an ex- 
press statutory requirement. Similarly, USEC Board Members, Treasury and 
0MB officials (the latter attended all meetings) relied, it appears, on an “inde- 
pendent financial advisor,” J.P. Morgan. The transcripts show J.P. Morgan heavily 


^^USEC Board Transcripts, June 3, 1998, pp. 206-207 
25USEC Board Transcripts, June 2, 1998, pp. 177 

21 USEC Board Transcripts, June 3, 1998, pp. 215 
22USEC Board Transcripts, June 3, 1998, pp.242 
23 USEC Board Transcripts, June 3, 1998, pp.244 
25USEC Board Transcripts, June 3, 1998, pp. 299 
23 USEC Board Transcripts, June 3, 1998, pp. 268 
23USEC Board Transcripts, June 3, 1998, pp. 211-212 

22 “Advanced Technology Business Assessment,” United States Enrichment Corporation, Draft 
February 21, 1994, pp.l02. 

23 USEC in-house Counsel Robert Moore is now Counsel to USEC, Inc. PACE understands 
that Skadden, Arps, which received over $15 million for its services during privatization, re- 
mains as an outside law firm to USEC, Inc. Coincident with Skadden, Arps’ statement of its 
view that AVLIS was essentially a statutory condition, Board Member Burton pointed out that 
Skadden, Arps was likely not to be retained by Lockheed if Lockheed were chosen (USEC Board 
Transcripts, June 3, 1998, pp. 224-229). 

25USEC Board Transcripts, June 3, 1998, pp. 223-224 

35USEC Board Transcripts, June 3, 1998, pp. 200-202 and pp. 204-206 



285 


favored privatization through an IPO. Indeed, it was to be given an additional $7.5 
million “success fee” if privatization went forward, above and beyond their basic fee 
of $80,000 per month. 

The secret transcripts show that in the end, with the support of the private con- 
sultants, Mr. Timbers’ advocacy was central to the Board’s choice of the IPO 

Only three of five Board members (Rainer, Greene, and Youngblood) voted to pri- 
vatize through the IPO. At least one of the three (Board Member Youngblood) made 
plain that his decision was based on the premise — erroneous as it turned out to be — 
that management’s proposal was distinguished by its commitment to AVLIS: 

I will simply make the statement that I think both of them [Lockheed and 
management] feel that they satisfy these [statutory] criteria. They just do it in 
radically different ways, one [USEC management] with an investment in AVLIS 
and the other an investment, a greater investment in the GDPs (existing gas- 
eous diffusion plants). 

It is my opinion that I would rather see the investment — having been here 
since the beginning of this company — to have the proceeds of these billion-plus 
dollars go toward the reinvestment in AVLIS and the success of the company 
as [as claimed by USEC management] compared to paying down the debt [as 
ostensibly proposed by Lockheed].^* 

Despite the substantial uncertainty with respect the feasibility of commercializing 
AVLIS, and thus doubts about the viability of the corporation, USEC’s public pro- 
spectus failed to disclose the red flags regarding AVLIS: 

USEC’s public prospectus (“S-1”) filed with the U.S. Securities and Exchange 
Commission stated that the new corporation would: 

Commercialize AVLIS Technology: USEC plans to complete the development 
and commence commercialization of the next generation of uranium enrichment 
technology, AVLIS, which uses lasers to enrich uranium, and which should per- 
mit USEC to remain one of the lowest cost suppliers of uranium enrichment 
services and enhance its competitive position. Commercial deployment of AVLIS 
is anticipated in 2005. 

The public prospectus failed to disclose to the investing public, for example, that: 
(i) all knowledgeable private bidders had cast doubt on the viability of AVLIS; (ii) 
independent expertise was not empaneled to review management’s self-interested 
claims; and (iii) the Board relied on the admittedly biased management group to cri- 
tique its competition. 

In sum, the secret transcripts provide compelling testimony that USEC manage- 
ment, with the support of USEC private advisers, made commitments it knew would 
not be fulfilled. If it conceded that critical statutory requirements could not be ful- 
filled, privatization — and their large pay and benefit increases — would have been 
jeopardized. 

THE TRANSCRIPTS PROVIDE STRONG EVIDENCE THAT THE PRIVATIZATION OCCURRED 
BECAUSE OF SECRECY AND CONFLICT OF INTEREST 

A. USEC and Other Officials Took a Broad Immunity from Lawsuit and Abused It 

The 1996 Privatization act provided broad statutory immunity from suit for any 
act arising our of privatization: 

“Any stated or implied consent for the United States, or any agent or officer 
of the United States, to be sued by any person for any legal, equitable, or other 
relief with respect to any claim arising any action taken by any agent or officer 
of the United States in connection with the privatization of the Corporation is 
hereby withdrawn.” 

USEC managed to take this broad immunity and abuse it. USEC, under the 
watchful eye of the Treasury Department and 0MB, closed the entirety of essen- 
tially all USEC meetings in blatant violation of the Government in the Sunshine 
Act. Then, when OCAW took USEC to court, the Department of Justice, on USEC’s 
behalf, relied on this immunity from litigation to oppose opening the proceedings. 
It was only in July 1999 — following a court ordered deadline — that the Government 
provided thousands of pages of secret transcripts of the USEC Board meetings. 
USEC also withheld numerous documents in response to OCAW’s December, 1997 
Ereedom of Information Act request. These documents form the core of this testi- 
mony before your Committee. 


31 USEC Board Transcripts, June 3, 1998, pp. 131-132 

32 Prospectus for 100,000,000 shares of USEC Stock, June 29, 1998, pp. 6 

33 42 use 2297h-7(a)(4) 
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B. The Transcripts Show that the Decision to Privatize through an IPO was 
Bedrocked on Conflict of Interest 

Chairman Rainer’s solicitation of the admittedly “very biased” Mr. Timbers to se- 
cretly attack his competitors’ claims in lieu of the admittedly needed independent 
review of Mr. Timbers claims, was not merely a conflict of interest, but a conflict 
that, as Mr. Timbers’ subsequent cancellation of AVLIS shows, provides textbook 
demonstration of the importance of Federal conflict of interest law. 

How could this conflict have occurred? Chairman Rainer and Mr. Timbers sought 
to paper the conflict over with a purported “waiver” of the governing criminal con- 
flict of interest prohibitions. 

18 U.S.C. Section 208 (“Section 208”)). permits a waiver only where the waiving 
official finds that the disqualifying “interest is not so substantial as to be deemed 
likely to effect the integrity of the services which the Government may expect from 
such officer or employee.” 

Chairman Rainer’s waiver letter for CEO Timbers confirmed that Timbers’ finan- 
cial interest in the privatization decision was substantial (because he stood to sig- 
nificantly benefit depending on the method of privatization, if any, that was chosen). 
In fact. Timbers, the CEO and President of the new and old company, earned 
$325,000 when USEC was in public hands. Last February (1999), the board of the 
newly privatized USEC, Inc. set his base pay at $600,000 per years, gave him a 
$617,625 bonus and awarded him stock shares currently worth $900,000. 3“* In addi- 
tion, he received a “golden parachute” with 3 years pay and benefits if he is termi- 
nated. 

As noted above, the transcripts record that Mr. Timbers himself declared that he 
was “very biased”. The letter sought to justify the waiver on grounds that Timbers’ 
services were needed (i.e., expediency), and that Mr. Timbers would be overseen by 
the Board. There is nothing in the language of Section 208, or to PACE’s knowledge, 
in judicial precedent, that permits a waiver in the presence of an admittedly sub- 
stantial conflict. 

Chairman Rainer’s letter declared that Mr. Timbers’ admitted bias would be kept 
in check because the USEC Board would monitor Mr. Timbers’ conflict of interest. 
However, far from keeping conflict in check, the transcripts show — as summarized 
above — that Chairman Rainer solicited Mr. Timbers’ evaluation of USEC manage- 
ment’s competition behind closed doors. Mr. Timbers admittedly biased evaluation, 
in turn, was critical to the Board’s split decision to award USEC to Mr. Timbers’ 
IPO team. 

PACE requested an investigation by the Public Integrity Section of the Justice 
Department. In an August 13, 1999 letter to PACE, Mr. Lee Radek, chief of the 
Public Integrity Section, asserted that since there was a waiver letter, there could 
be no violation of the conflict of interest law. PACE wrote the Attorney General 
again asking whether conflicts of interests can simply be papered over with waiver 
letter, no matter how egregious the conflict. 

By letter of September 29, 1999, Mr. John C. Keeney, Deputy Assistant Attorney 
General for the Criminal Division responded. Mr. Keeney did not take issue with 
the facts presented by PACE or dispute that Mr. Rainer’s waiver was, on its face, 
in flat out violation of Section 208. Mr. Keeney nonetheless declared: 

Nevertheless, successful prosecution requires that the government prove be- 
yond a reasonable doubt each and every element of an offense. Prosecution of 
USEC’s president would inevitably fail because he sought and obtained a waiv- 
er of the conflict of interest. 

Thus, according to Mr. Keeney (and Mr. Radek) the Department of Justice’s view 
is that anyone who wants to violate Federal criminal conflict of interest law can do 
so with absolute impunity by simply papering over the conflict — however raw and 
even admitted — with a waiver. Conspicuously absent from both the Radek and 
Keeney letters is any legal analysis, or statutory or court authority in support of 
their view that the country’s bedrock conflict of interest prohibition can be so readily 
evaded. 

In letters of October 8, 1999 and February 5, 2000, PACE, requested the oppor- 
tunity to meet with Attorney General and staff to discuss determine of the DOJ 
really intends to modify the 150-year old conflict of interest precedent without any 
evident basis. Despite repeated inquiries, we have not received a response. 

USEC’S PROGNOSIS: WILL ITS PUBLIC RESPONSIBILITIES BE ABANDONED OR FULFILLED? 

Fifteen months from now — on July 28, 2001 — the statutory restriction on share- 
holder control of more than 10% of USEC’s stock will expire. USEC could be taken 


3'*Unjust Enrichment, Nation, December 13, 1999, pp. 4-5 
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over, and the new buyer will presumably assume responsibility for the HEU Agree- 
ment. But there is no reason to believe that a takeover will keep two plants open, 
assure the Russian agreement is implemented, or provide the $1+ billion needed to 
deploy lower-cost enrichment technology. It is more likely than not that both gas- 
eous diffusion plants will close before a new technology can be designed, licensed 
and deployed. 

If USEC’s market value remains, as it is today, far below its breakup value, effi- 
cient markets will likely unlock its breakup value through liquidation. Investors 
could sell off USEC’s inventories, receivables, the “order book” of any remaining 
above market sales contracts, and the HEU Agreement with Russia (assuming it is 
economic). Over time, the US government would be handed the keys to the Energy 
Department’s uranium enrichment plants. Unfortunately, the US government, at 
that point, would have watched as investors separated the order book from the 
plants. Without customers, the plants are not viable. 

One prominent analyst stated: “Our bottom line is that making and keeping 
USEC profitable for the next 5-10 years would require the stringing together of a 
number of near miracles. In fact, we believe that USEC is unlikely to exist in its 
present form 2-3 years hence. With 50 year old GDPs and no proven advanced tech- 
nology option, USEC has no clear path to future competitiveness.” 

Under the asleep-at-the-switch approach currently followed by the Administration 
and the bail-me-out approach followed by USEC, the domestic mining, conversion 
and enrichment industry, as we know it, will disappear this decade. 

However, given the non-proliferation imperative inherent in the Russian HEU 
Agreement, an Executive Agent for HEU deal is required to broker Russian SWU. 
If USEC’s order book is not liquidated, perhaps a brokerage operation will fill these 
orders with increased Russian imports or subcontract production to fill out the order 
book. 


THE PATH forward: WHAT ARE THE GOVERNMENT’S OPTIONS? 

The Administration and Congress have at least three choices with respect to 
maintaining a reliable and economic domestic supply of mining, conversion and en- 
richment services, while managing the US Russia HEU Agreement. 

A. The Administration’s Asleep-at-the-Switch Approach 

Aside from issuing severance checks and seeking appropriations for cleanup work 
that will generate 100-150 jobs, there is no administration policy with respect to the 
problems wrought by USEC privatization. USEC is signaling that it triggered a sig- 
nificant event under the Treasury Agreement and will announce plant closure as 
soon as feasible. The Administration is signaling that it has no obligations under 
the USEC Privatization Act. A cash-hungry USEC that is paying out more in divi- 
dends than it is earning will maintain cash flow by liquidating its inventories of 
uranium and SWU, to the detriment of the conversion and mining industries and 
USEC’s own SWU market. If USEC negotiates a long term reduction in Russian 
SWU prices to below market, it will be far more economic to broker than operate 
the GDPs. If USEC goes bankrupt, the creditors will take control of the USEC’s 
order book. The government will confront the nasty question of whether it has to 
negotiate with creditors in front of a bankruptcy judge over who should control the 
Russian HEU agreement. 

B. USEC’s Current Approach to Government Assistance 

USEC appears interested in Administration support for extending the Russian 
HEU Agreement for 15 years at market-based pricing plus a brokerage premium. 
USEC’s financials indicate that, absent dramatic reductions in electricity costs and/ 
or increases in SWU pricing, it will go negative on operating cash flow from the 
GDPs and likely close both by the end of 2003. USEC appears interested in the gov- 
ernment providing financial assistance to deploy new technology, through in-kind 
DOE research, buildings and equipment, and loan guarantees. 

Long term investments in new technology — if feasible — require that USEC is not 
liquidated, nor bankrupt, before completing the construction project in the 2006- 
2007 time period. Under the current pathway it is likely that both GDPs will be 
closed before any new technology is deployed and operating successfully. 

C. It is Time to Create a Government-Owned Corporation to Assure the Public Inter- 

est is Not Further Compromised 

The Administration and Congress should develop a plan to create a new govern- 
ment-owned corporation modeled after the original United States Enrichment Cor- 
poration which was established under the Energy Policy Act of 1992. 
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Initially, this new corporation would be charged with assuming the role as an Ex- 
ecutive Agent for the U.S.-Russia HEU Agreement to guarantee performance of the 
Russia HEU deal. USEC could purchase SWU from the Executive Agent up to the 
5.5 million SWU that it needs to fill orders. The Corporation would be authorized 
to request appropriations, as necessary, to assure the full implementation of the 
U.S.-Russia HEU Agreement. However, the Executive Agent could stockpile SWU 
if deemed necessary, to maintain security of supply, and sell it consistent with the 
1996 USEC Privatization Act. 

The government-controlled corporation, in cooperation with the Secretary of 
Treasury and Energy, would evaluate and develop options for maintaining domestic 
production enrichment capacity, if and when, USEC fails to do so. The government- 
owned corporation could operate the gaseous diffusion plants, develop, test and de- 
ploy advanced technology, and utilize the DOE’s electricity contracts. 

Mr. Whitfield. Thank you very much. 

Mr. Stiglitz, I had referred earlier to a letter that you wrote to 
the President and the Vice President — I’m sorry, Dr. Neff wrote the 
letter expressing similar concerns to what you had. But in your tes- 
timony you talk about the fact that there was a lack of trans- 
parency and lack of open discussion. Did you have discussions with 
Treasury officials about this prior to the decision being made to pri- 
vatize? 

Mr. Stiglitz. Oh, within the administration, there were a large 
number of discussions. And all the issues that I raised and more 
we tried to bring forward. 

The general stance was this is a done deal, why are you fighting 
something that’s already a fait accompli. And we were just a little 
bit more obstinate because we thought what was at issue was ex- 
tremely important. But what I was referring to in lack of trans- 
parency there was very little public discussion. We found it very 
difficult. And the ethics was that within the White House you don’t 
discuss public issues unless there is a decision to make in public. 
And so the view was that we could discuss it within ourselves, but 
if there is any disagreements, or these issues, nobody else should 
be brought into the decisionmaking process. 

Mr. Whitfield. Were there other members of the National Secu- 
rity Council that had the same reservations that you did? 

Mr. Stiglitz. There were other people within the national secu- 
rity community, but not within the National Security Council. I 
might add that after I left the administration, we had a meeting 
at the Council of Foreign Relations in New York of a large number 
of national security experts on the issue of nonproliferation, and 
there was not a single one that could identify a positive argument 
for privatization. 

Mr. Whiteield. Right. Mr. Graham, in your testimony you 
talked about how your industry is slowly being driven out of busi- 
ness. Someone, I can’t remember who, talked about how USEC is 
using both its control of uranium and the only enrichment facility 
in the country to obtain business and that they’re using that exces- 
sive power to drive other people out. Would you elaborate on that 
a little bit. 

Mr. Graham. Mr. Chairman, I would think that the answer to 
that question is that since USEC is the dominant player in the fuel 
cycle representing over 50 percent of the value chain of nuclear 
fuel, that they have the ability with their large inventory of ura- 
nium and conversion services, to couple these products together to 
go to customers and sell them the final product, which in this case 
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is the three components, uranium conversion and SWU, as EUP. 
And the value of that EIJP is such that if you lower it just a little 
bit, you are able to put a great deal of pressure both on the ura- 
nium and conversion components and thus take a larger market 
share. 

Mr. Whitfield. And they did receive UE6 from the Government 
as well. Correct? 

Mr. Graham. The bulk of the material that was transferred to 
them that was in their inventory at the time of privatization was 
in the form of UE6. 

Mr. Whitfield. So that eliminates the need for your service? 

Mr. Graham. Exactly, sir. 

Mr. Whitfield. Dr. Brewer, you had discussed how USEC is sell- 
ing its uranium, and that’s one of the things that’s really keeping 
them afloat right now, isn’t it? 

Mr. Brewer. Yes, that’s correct. It’s like if you were running a 
company, as I did for 10 years as CEO, and you had — ^you were re- 
lying on your current profitability from operations that existed in 
the past their contingency reserves put on the balance sheet and 
then when those are exhausted or when you are no longer obli- 
gated, you drop those into the P&L, it is like that. If you are not 
profitable on current operations, you are in bad trouble. And this 
did not happen to me, but I saw it happen to other business units 
in combustion engineering. 

Mr. Whitfield. But they are basically cannibalizing themselves. 

Mr. Brewer. Yes, they are eating their seed corn, and it is like 
living on principal rather than earnings. 

Mr. Whitfield. And they are losing market share; is that cor- 
rect? 

Mr. Brewer. Yes, they are losing market share. They are losing 
backlog, and most important is the quality of the backlog. In other 
words the profit margin embedded in the backlog is south of costs. 
And you can see from the figure that they’re negative now. The 
only thing that’s — that’s hiding this or concealing it is the sale of 
the uranium stockpile. 

Mr. Whitfield. And Mr. Timbers talks a lot about the Russian 
agreement, how harmful it has been to his company; but his pro- 
duction costs now are even greater than what he is buying it for, 
isn’t it? 

Mr. Brewer. That’s correct. In the early days of the Russian 
agreement, there was — the marginal cost of production was less 
than the price of the Russian uranium in dollars per SWU. The 
marginal cost was about $50 an SWU and now it is $75. 

But, moreover, most important is that you cannot go out and 
purchase the power to produce that 5.5 million SWUs from the 
Russians; you cannot replace that purchase because you have to go 
out and contract for power probably at 3 or 4 cents a kilowatt hour. 
They are paying about 2.1 cents per kilowatt hour now. I’m paying 
in Virginia 9 cents a kilowatt hour. So you know 

Mr. Whitfield. I think Mr. Moniz and others talked about if 
their electrical costs go up just a cent, it can make a gigantic dif- 
ference to them. 

Mr. Brewer. Yes, if you go out and try to contract to replace that 
Russian import, the cost is going to be astronomical. So when you 
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hear them tout and make this excuse, this “dog ate my homework” 
excuse, that it’s the Russian deal that’s the blame, it’s false. 

Mr. Whitfield. Well, it’s obvious that they’re in a very serious 
condition right now and all of us have a lot at stake here and we 
are going to have to try to come up with some answers. 

Mr. Stupak. 

Mr. Stupak. I’ve been sitting here some 5 hours, and we had to 
prepare for this hearing, and I’m just looking at this whole thing. 
What gain was there for the Government or the taxpayers in this 
whole deal? I don’t see a silver lining here for anybody. You guys 
are on the way out trying to keep your head above water. We have 
extra uranium coming here and just sitting here, and here is this 
contract that we entered into and there is supposed to be some 
benefit for the Government, the taxpayers if you will of this coun- 
try; and I don’t see any. Am I wrong? I mean. Wall Street made 
a few bucks off of it, I guess. That’s about it. 

Mr. Stout, when I looked at your letter that you received from 
DOE in February of this year it seems to say that it can’t do any- 
thing about USEC’s dumping of uranium except to talk to them 
about it. Is that your impression? I don’t mean to put words in your 
mouth. That’s the impression I got. 

Mr. Stout. That could well be the case. I guess to this point no 
specific concrete proposals have been forwarded by DOE. 

Mr. Stupak. Other than talk to them? You know, what do you 
think — I will ask Mr. Miller on down, what do you think govern- 
ment should do here? What do you think we in Congress should 
do? Let’s have an open discussion here a little bit about this. There 
is no benefit to us. What do we do? Tear it up and start all over? 

Mr. Miller. Well, you have a tricky problem because the share- 
holders control; and if they go bankrupt, you will do business with 
the creditors. 

Mr. Stupak. Well, if we don’t give them $200 million bailout, 
there won’t be anything to 

Mr. Miller. Well, they have uranium inventories they could liq- 
uidate to carry on so they at least continue to cover the interest 
on their debt for some time. But I think one of the things that is 
important to keep in mind, the Russian agreement — I would beg to 
differ slightly with Dr. Brewer on the impact on USEC. A report 
that was done — this was based on public sources by Energy Re- 
sources International, shows that when you cut your production by 
47 percent, as has happened to USEC in order to accommodate 
that important Russian agreement, you wind up raising your unit 
costs. As a result, we have seen labor costs per SWU climb from 
$15.70 in 1995 up to $27.70. I can assure you it isn’t like Mr. Tim- 
bers where we got a pay increase. Okay? It is because you are am- 
ortizing those costs over fewer SWU, and there is a certain point 
where you cannot cut workers as much as you cut production and 
maintain safety. 

So as a result, I do think that government has a role here to en- 
sure the security of supply under the Russian agreement and secu- 
rity of supply with respect to maintaining a domestic industry. It 
is not economic for a private sector firm to do it whose first priority 
is to take care of their shareholders, and that is why I think some 
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kind of alternative structure has to be developed that takes this 
out of the private sector. 

If you don’t care, if Congress makes the conclusion that it doesn’t 
matter whether we have a domestic industry and if the uranium 
industry is not viewed as important, if the conversion industry is 
not viewed as important and you don’t want a domestic source of 
enrichment and you prepared to be dependent upon foreign sup- 
pliers, then put a fork in it. If you don’t come to that conclusion, 
then I think government has a role here. 

Mr. Stupak. Anyone else? Dr. Brewer? 

Mr. Brewer. I would suggest that, first of all, that you separate 
the national security and diplomatic roles that USEC has been 
given, which they sought and were given, from USEC as a stand- 
alone business. And let the CEO go run that business, if he can, 
and bring the other functions back to the U.S. Government, the 
functions of Russian importation et cetera. 

Second thing that should be studied is for the Department of De- 
fense and the Department of Energy to reclaim beneficial control 
over one of the GDPs in the national interest, as a national secu- 
rity matter. If it’s not needed for production of LEU, then — which 
it probably is not since we do not have the cold war anymore you 
don’t need it for weapons and you need very little for Navy use, you 
could run it in a hot stand-by condition. But take one GDP and 
keep it in a hot stand-by condition under the control of either DOE 
or DOD. I would prefer DOD, but — but at any rate, separate this 
terrible conflict of interest you have got between the national secu- 
rity and running a business going through the head of one former 
bond salesman. 

Mr. Stiglitz. Let me just — I think the two points that Dr. Brew- 
er raised are the essential ones that the national security issue is 
first priority, getting that taken back into the Government. It is a 
little more complicated though because unless the government 
wants simply to stockpile it, most — a lot of the contracts in the past 
have been through USEC, and that’s one of the assets which they 
have. So this would have to be a accompanied, I think, by this kind 
of detailed security analysis of how important is it to the United 
States to maintain a production, a conversion, a mining capacity in 
each of these areas. 

And I would suspect they would decide that it is important to 
keep some level of capacity and the question is what level of capac- 
ity. And then ask, having decided that how do we go about — what 
are the impediments to doing that? And almost surely the answer 
will entail some restrictions on the sale of this huge stockpile. Any 
industry, if all of a sudden we took our oil stockpile in a normal 
circumstance and started selling it all of the sudden, it would have 
a shock effect on the oil market. It wasn’t put there as a method 
of bailing out a firm; it was put there for a whole set of national 
strategic reasons to be sold over a longer period of time. 

So it is probably the case that you have instruments of control 
under the privatization; but you may not, in which case you will 
have to have legislation that would address how do you control the 
pace of sale of those stockpiles. 
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Mr. Stupak. I see my time has expired. My follow-up question 
was going to be how much is it going to cost us, but I guess that 
is for another day. Thank you, Mr. Chairman. 

Mr. Whitfield. Mr. Strickland. 

Mr. Strickland. I want to thank this panel. I only wish that Mr. 
Timbers and Mr. Gensler from Treasury were sitting in this room 
listening to what you have to say. These are important matters, 
and I hope to God that they at least read your statements. 

You are very credible and believable people. I was especially 
struck by your comments. Dr. Stiglitz, regarding the secrecy. Be- 
fore privatization, I told the Vice President that it was impossible 
for me to know if anything illegal or unethical was happening, but 
that there was so much secrecy surrounding the process that it was 
impossible to know for sure. And then he referred me to Mr. 
Gensler, and others within the administration. And I asked for in- 
formation, and it was refused me. Even that waiver letter that I 
made reference to earlier in this hearing I received only after filing 
a freedom of information request, a document that should have 
been available to every American citizen. And that’s just one exam- 
ple of the secrecy that surrounded this process. 

Now you are all credible people. Dr. Stiglitz, you are a person 
that is well known in the economic world. I want to ask a question. 
We’ve talked about what to do. If, in fact, a national security mat- 
ter and an economic security matter is at risk here, and if privat- 
ization at least as it occurred was a bad idea and it was carried 
out poorly, why not reverse that process? And I would like to ask 
each of you if you would like to see this government resume re- 
sponsibility and ownership and control of this industry. I’m not 
asking you if we can or how we could do it, but I’m first of all ask- 
ing you if that’s something you would like to see. 

Mr. Graham. Congressman, from the conversion industry, life be- 
fore privatization was a level playing field. We could compete with 
all the competitors on an international basis. In the current form, 
we cannot compete and cannot survive; and we would vote for it 
to be returned to the government. 

Mr. Stout. I think it is good energy policy to ensure that we al- 
ways have a strong domestic uranium enrichment corporation. I 
guess from what I’ve learned in the past and what I’ve heard 
today, I have serious doubts about whether that’s going to be the 
case much longer under the current situation. 

Mr. Brewer. Mr. Strickland, I would take it back to a govern- 
ment-owned corporation. I would take it back that step. I would not 
take it all the way back to the business I had to run as assistant 
secretary because you have so much dysfunctionality in the annual 
appropriations cycle and the section 161(B) and inability to com- 
pete. 

But, yes, I would take it back to a government-owned corpora- 
tion, something like a COMSAT. 

Mr. Stiglitz. I agree. I think the inherent conflicts of interest 
between public and private purposes that are virtually impossible 
to address through regulatory mechanisms make it very difficult 
for it to be a conventional private enterprise, particularly given the 
global market structure in which it is embedded. 
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Mr. Miller. Mr. Strickland, I guess I’ve already identified that 
our preference would be a government-owned corporation as well. 
This committee marked up and reported a bill, an EPAct of 1992, 
that created a government-owned corporation. What the logistics 
would be perhaps would be for another day, but we would strongly 
support putting this back in the Government. 

Mr. Strickland. Thank you. I think at least from my perspective 
what we have heard today casts serious doubt upon the credibility 
of the management of USEC and their intentions. The word “can- 
nibalization” has been used here. We are talking about selling off 
assets in order just to stay alive perhaps for a short period of time. 
We have talked about a management that has a golden parachute 
in place. And so, Mr. Miller, I want to ask you a question that I 
think gets to what may be a very large problem here. And it has 
to do with concerns that may exist regarding an adequate supply 
of coolants for the GDP plants. 

How concerned are you about that matter? And the reason I ask 
is it is because if there is a management that is serious about 
maintaining these facilities, continuing to operate this industry, 
then they’ve got to think ahead in terms of what is required of 
them. And my understanding is that this is a serious problem; that 
the freon issue is a serious problem; that they at this very moment 
should be engaged in planning for how to deal with this problem. 
And if they are not doing it, then it makes me wonder if they’re 
serious about maintaining the viability of this industry or if they’re 
just going to rape it for all of its assets and then walk away leaving 
Uncle Sam and the taxpayer holding the bag. Would one of you an- 
swer that, please. 

Mr. Stiglitz. I have to run catch a plane, can I be excused? 

Mr. Whitfield. Yes, sir. Thank you. Dr. Stiglitz, for being here. 
We are sorry we detained you. 

Mr. Strickland. Thank you. Dr. Stiglitz. 

Mr. Miller. Well, Dr. Brewer, our assessment of this at least is 
that unless we have missed something from USEC management, 
their inventories of R114 run out. They have about 1.25 million 
pounds in inventory. It is almost impossible to buy; it has been 
banned under the Montreal Protocol, properly. The problem is they 
run out in September 2000 at their current leak rate. Unless the 
leak rate is dramatically slowed, they should be making mechan- 
ical upgrades to permit them to use replacement coolant. We have 
seen no construction work which would cause us to believe that. 
And if the keys were turned back over to the government to run 
these plants, they couldn’t run them either because there is no 
coolant. 

Mr. Brewer. One of the reasons why the production costs for 
GDPs has gone up from $50 an SWU up to $95 is because lack of 
maintenance and lack of attention to detail and training and so 
forth. And I won’t go all the way and say they’re treating it like 
a cash cow or milking a cash cow, but it’s close. 

Mr. Whitfield. Any further questions, Mr. Strickland? 

Mr. Strickland. No, thank you. Thank you, Mr. Whitfield, for 
your patience. 

Mr. Whitfield. Well, I want to thank the panel. We looked at 
the management of USEC, and in one of their board meetings 
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when they talked about going to an IPO they said their debt would 
never exceed 25 percent of their market capitalization, and today 
it’s about 110 percent. They said their market share was going to 
increase; it’s decreased. They said the SWU prices were going up; 
they’re going down. They said the production costs were going 
down; they went up. They said that they were going to save the 
enrichment business with AVLIS technology, and no sooner were 
they privatized than they scrapped it. 

We are damaging our uranium industry and our conversion in- 
dustry of uranium. And we have a lot of individuals and their fami- 
lies who are suffering as a result of it. And we have placed this 
Russian agreement in jeopardy in a way. 

So I think we have a very serious problem here, and your testi- 
mony has been quite helpful as we explore some options and some 
ways to try to deal with this. I want to thank you very much for 
your time. It has taken about all afternoon. I apologize for that. We 
thank you and we look forward to working with you as we try to 
address this problem. 

Thanks. The hearing is adjourned. 

[Whereupon, at 7:01 p.m., the subcommittee was adjourned.] 



